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LETTER TO

SHAREHOLDERS

DEAR SHAREHOLDERS,

it has been said that great things happen naturally to a busi-
ness that has positioned itself well. Raser Technologies is in
an excellent position to benefit from emerging market condi-
tions and policy initiatives that drive demand for renewable
energy and hybrid vehicles. These dramatic trenlds are driven
by tremendous popular support and have gained bi-partisan
political backing. These issues are essential to our national
energy security, our economy, and the global enlvironment.
Growing concerns over global warming, and increased de-
mand for a dwindling supply of cil add a sense Iof urgency.
Raser is in a unique position to leverage this opportunity and
play a key role in our nation’s emerging new en'ergy strategy.
We have made significant progress in both our power systems
and our transportation and industrial technolog'y business
segments.

We are an early-stage technology licensing and|development
company that is bringing important new energy technolo-
gies and developments to market to help meet this growing
demand. In 2006, we faced sorne challenges, blut we made
significant headway and entered 2007 well positioned to
capitalize on growing market opportunities.

From Raser CEQ Brent M. Cook

MILESTONES

To execute our business plan and add value for Raser share-
holders, we made several important achievements during
2006 and in early 2007:

» We added several highly skilled members to our man-
agement and engineering teams, including Alan Perri-
ton, Patrick Schwartz, Martin Petersen, Richard Clayton,
Jim Spellman, and Steve Brown.

» We were awarded the 2006 “Drive System Technology
Innovation of the Year” by Frost & Sullivan.

» We were awarded a contract by ARINC in behalf of the
U.S. Army for developing integrated starter alternators
for future combat vehicles.

» Testing of our Symetron™ technology in an alternator
demonstrated 56% improvement in efficiency leading
to the signing of a memorandum of understanding in
2007 with North America’s largest re-manufacturer of
alternators.




WELL TO W HEELS
INTEGRATED GREEN POWER STRATEGY

» The results of a study funded by the U.S. Department of
Energy and published in a report by Advanced Energy,
documented that our controller technology demon-
strated up t0 a 10% improvement in effictency over a

!
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leading commercial controller/drive. e »
: . . Alan Perriton Patrick Schwartz Martin Petersen
» We acqglrgd a global license fqr advanced binary cycle, Board of Directors President CFO
Zero emissions, power generation technology. Member Formerly an executive of  Formerly the CFO of
Formerly a senior execu-  Huntsman Chemical TenFold Corporation and a
» We secured geothermal leases in Nevada and Utah on tive of General Motors VP of Investment Banking

at Merrill Lynch
properties covering more than 41,000 acres, and ad- ’

ditional rights on up to 3,000,000 acres.

» We entered into a key contract and strategic alliance
with UTC Power, a division of United Technologies, to
supply the equipment for our first three geothermal
power plants. The contract also provides for UTC Power
to test our motor technologies for possible adoption.

With these actions, we have laid the foundation for Raser to Richard Clayton Jim Spellman Steve Brown
; : : General Counse! Director of Business Vice President
meet the high expectations of our customers, our investors, Formerly a partner of Development Construction
and our own management team. Holland & Hart and an Formerly the Hybrid Tech-  Formerly the Senior Vice
executive of Geneva nology Director for Delco  President of Engineering and

Steel Remy Intemational Construction at Headwaters
Inc.
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A typical geothermal hot spring.  Although this location shlaws hat water
above ground, the water at most productive geothermal sites is below the
surface and accessed by driffing.

WELL-TO-WHEELS GREEN POWER

To meet higher fuel economy standards and to power the
world’s growing transportation needs with a sustainable and
more environmentally friendly fuel, many analyéts expect
electricity to replace oil as the primary fuel for transportation.
Raser is positioned on both sides of this energy chain by seek-
ing to become a producer of clean, renewable power and with
advances in our electric motor and controller te'chnoiogies.

As the world's population grows and more countries indus-
trialize, the demand for electric power will increase. Electric
power will likely be necessary not only to meet: traditiona
needs, but also to meet new requirements to replace imported
foreign oil with domestic electric power for trahsportation,
using plug-in hybrid electric vehicles.

Growing concerns over the environment and the nation’s de-
pendence on imported oil have led to significa[nt increases in
government incentives for renewable energy, including:

» Tax Incentives. The passage of legislation amended the
IRS tax code providing greater, significant incentives for
the development of geothermal power plants.

A‘“ Wa‘

/‘.

Raser has strategically selected geothermal sites in close proximity to existing
transmission lines and service areas.

» Renewable Portfolio Standards (RPSs). RPSs have
currently been adopted by 24 states and the District
of Columbia. These standards mandate that higher
percentages of power generation come from renewable
energy sources. Several utilities in non-RPS states have
implemented similar, voluntary standards. Legislation
is also being discussed that would establish a national
renewable standard.

In addition, other types of incentives are emerging for renew-
able energy sources that avoid damaging carbon and green
house gas emissions. For example, California recently passed
legislation prohibiting any California utility from acquiring
power from sources with emissions greater than that of
natural gas (e.g., coal), regardless of whether that power was
generated within the state’s borders.

Beginning in 2005 and more aggressively in 2006, we
ramped up the establishment of our power systems business
segment to capitalize on these favorable dynamics. Among
our initial steps, we acquired a global license to the K-Cycle,
advanced binary cycle power generation technology and se-
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Typical drilling rig preparing to drill @ geothermal well

cured leases on substantial geothermal resources in Utah and
Nevada. We have entered into contracts that would provide
30 megawatts of power plant equipment for the first phase.
Our goal is to initiate the development of approximately 100
megawatts per year for the first three years and 150 mega-
watts per year thereafter. As we move into the plant devel-
opment phase, we plan to partner with companies that can
benefit from the substantial tax incentives available for our
geothermal power plants. We expect that these partners will
be our primary capital source for building the facilities.

Of all the renewable energy
sources, geothermal power
has among the lowest environ-
mental impacts with some of
the best near-term and overall
econocmic potential. Our
power generation technology
portfolio includes geothermal
and heat transfer technolo-
gies that deliver 20% to 35%
more power over competing

Binary Geothermal Power plant on
the Big lsland of Hawail.

Geothermal sources generate 25%
of electric power on the Big Island.

“We have entered into contracts that
would provide 30 megawatts of power
plant equipment for the first phase. Our
goal is to initiate the development of
approximately 100 Megawatts per
year for the first three years and 150

Megawatts per year thereafter”

technologies. This allows power to be generated from lower
temperature water, providing more output from existing
power plants and making it more cost effective to build new
power plants that utilize iower temperature heat sources.

By packaging our more efficient motor and generator tech-
nolegies with improvernents in power generation, and by
leveraging and monetizing renewable energy tax credits, we
believe we are well positioned to execute a timely green pow-
er strategy with the potential to generate substantial revenue.
This strateqy combines clean, renewable power generation
with the use of power from more efficient electric motors for
hybrid vehicles and industrial applications. In other words, we
plan to generate green electric power and then use electric
power very efficiently in electric motors in our industrial sec-
tor and in energy efficient plug-in hybrid electric vehicles.

We believe this "Well-to-Wheels" strategy could position
Raser as an emerging key player in the nation’s new energy
plan.
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OUR SYMETRON™ TECHNOLOGIES

We believe our Symetron™ family of technologies }provides
significant improvements in the efficiency of electric mo-
tors, drives and generators. Symetron*enhanced motors and
motor-drive systems can also be optimized for high torque
and power density and are reliable. They are also 'aconomical
to produce, and the technology can usually be a retrofit for
existing applications.

We have built our technology development and corporate
growth strategies around the transportation, industrial and
power generation markets as each market uses nllwotors and
electric drives in ways that could benefit greatly from our
Symetron™ technologies. ’

PROGRESS IN SYMETRON™
GROWTH MARKETS

Raser has well-defined growth strategies and technical
expertise to address our targeted growth markets for our
Symetron™ technologies. The most advanced channel for
Symetron™ commercialization has been in the automotive
market with the development of an integrated s;aner/alterna-
tor or ISA. This device would enable automakers to increase
the power generation capabilities of automobile's to accom-
modate the growing electrical loads of newer cars without
extra bulk, weight or heat. We are also working:with the U.S.
Army on an ISA design for use in HMMWV-sizecli and larger
vehicles to provide electric drive capabilities as well as mobile
auxiliary power.

Another part of the Symetron™ technology is the power
electronic drive control device. Under a Departrpent of Energy
contract, we provided a prototype of our FLEXMOD drive/

controller to a certified,
independent laboratory in
North Carolina for extensive
testing and comparison
against a top-of-the-line
commercial, variable-fre-

quency drive. The results =

of this testing validated the Rasers Symetron™ Technology was awarded
2006 Motor Drive Systems Technology inno-

vation of the Year Award by Frost & Sullivan

technology and principles
that we expect to lead to
further development and commercialization of this technol-
ogy in markets such as heating, ventilation, air-conditioning
and refrigeration.

Hybrid vehicles are a great match for Symetron™. We are
co-founders of the Hybrid Consortium. The consortium’s
objective is to build a team to focus on plug-in hybrid elec-
tric vehicle development. Qur partners in this effort include
Pacific Gas & Electric, Southern California Edison, Maxwell
Technologies and Electrovaya. The consortium seeks to blend
our collective, leading edge technologies in motor, controller,
power electronics, and battery design into a next-generation
hybrid vehicle.

STRATEGIC ALLIANCES

We believe that building strategic alliances is a key to our
growth and the acceptance of our technologies in the mar-
ketplace. We believe that alliances will jump-start our growth
by providing rapid entry into our target markets. We intend
to cultivate and mutually benefit from strategic alliances with
other technological and financial partners.

LEFT: Raser was awarded a contract by ARINC in behalf of the U.S. Army
for developing integrated starter alternators for future combat vehicles.
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We are in the process of forming alliances for financing,
developing and constructing power plants at some of our
existing geothermal sites. We also believe that healthy alli-
ances can accelerate the development of new geothermal
properties. The alliances we have formed and expect to form
are part of our strategy to reduce the risk of our initial energy
projects, optimize returns and create a solid foundation for
future cooperative ventures.

INTELLECTUAL CAPITAL

Symetron™ is a family of technologies, and we have taken
aggressive steps to protect our investment in this technol-
ogy. in 2006, we filed for several new and expanded patents.
We took some of our developments to proof of concept and
practical application in order to advance the patent process.

In 2007, we expect to file additional patent applications in
_technology areas, relating to alternators, ISAs and other tech-
nologies in the early stages of development. Broadening the
scope of our Symetron™ portfolio is one of our core strate-
gies, and we intend to take every step necessary to protect

this investment.

Raser has invested significantly in its technology, but we
recognize that it takes people to make our business run, We
added several experienced engineers 10 our team in 2006 as
well as management personnel.

STOCK INFORMATION

During 2006 the number of institutional investors invested in
Raser stock increased from two to thirty-two institutions. Sub-
sequent to 2006, we completed a $12.5 million equity private
placement with additional first rate institutional investors. We
are pleased with this growing support and endorsement by
such institutions.

The graph above represents the cumulative total shareholder
return for the period Novemnber 10, 2003 (the date upon
which trading of our stock commenced) through December
31, 2006 for our common stock, as compared to the Stan-
dard and Poor's Composite 500 Index, and the Standard and
Poor’s Industrial Index.

Raser Technologies
S&P 500 Index
S&P Industrials Index

Comparison of Cumulative
Total Return
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Cumulative total shareholder returns through December 31, 2006, as
compared to the Standard and Poor’s Composite 500 Index, and the
Standard and Poor’s Industrial Index.

LOOKING FORWARD

This is an exciting time for Raser shareholders. Our develop-
ment plans and technologies are well aligned with the global
imperative to conserve energy and reduce emissions. Wheth-
er through hybrid electric vehicles, renewable energy produc-
tion, or a more efficient air conditioner, Raser is committed
to being a meaningful part of the next phase of the global
economy,

We have set our goals high, and | believe we have the team
to make it happen. Our management, scientists, and Board of
Directors are all dedicated to making Raser successful.

We believe our technology platform provides us with op-
portunities to develop revenue streams from several sources.
We intend to seize these opportunities to develop a vibrant,
growing and profitable company. We look forward to report-
ing to you on our future progress and thank you for your
continued support.

[t A Lk

Brent M. Cook
Chief Executive Officer, Raser Technologies

April 30, 2067
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Cautionary Note Regarding Forward-Looking Statements
This Letter to Sharehalders contains certain forward-looking
statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21€ of the Securities Exchange Act of
1934, including, but not limited to, statements regarding: our
befiefs about the geothermal market generally; our beliefs about
the potentia! for geothermal power generation on our leased
properties; our beliefs about our ability 1o utilize our technelogy
and other available technalogies to produce electric power from
the available resources; our beliefs about our abllity to secure the
equipment and services, on acceptable terms, required to com-
plete our power projects; our ability to attract alliance or financial

raser
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1-801-765-1200 1-888-81-POWER
www. rasertech.com

partners on our power projects; our beliefs about the status

and enforceability of the Company's intellectual property; our
betiefs about the strength of our existing and potential business
refation$ in the motor industry; our beliefs about the performance
and matket applicabitity of our motor technologies; our ability

10 succéssfully complete engineering, testing and verification of
Symetrdn™ technologies; and our ability to commercially license
our motor technologles. These forward-looking statements
involve pertain risks and uncertainties that could cause actual
results fo differ, including, without limitation, the competitive
environment and our ability to compete in the industry; our
ability to adapt our technology for the intended applications; the

DGEWOOD DRIVE, SUITE 375, PROVO, UT 84604

strength of aur intellectual property; our inability to attract, train
and retain key personnel; and such other risks as identified in our
annual repart on Form 10-X for the year ended December 31,
2006, as filed with the Securities and Exchange Commission, and
all subsequent filings.

All forward-looking statements in this Letter to Shareholders are
based on infermation available to us as of the date hereof, and
we undertake no obligation te update forward-looking state-
ments to reflect events or circumstances occurring after the date
of this Letter 1o Shareholders,
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934, Forward-looking statements represent our expectations or beliefs concerning our furure
plans, objectives, expectations, intentions and financial performance and the assumptions that underlie these siatements. Our forward-looking
statements include, but are not limited to, statements concerning the following: performance and efficiency of our technology; our expectations
regarding product development; ability to license our technology; our expectations regarding operating expenses; our expectations regarding tech-
nology license terms; our expectations regarding entry into the power generation market: research and development capabilities; our expectations
concerning relationships with manufacturers, distributors, and resellers; ability to protect our intellectual property; our corporate strategy; our
expectations regarding revenues from licensing fees and royalty payments; levels of capital expenditures; our expectations regarding government
regulation; commercial acceptance of our technology: staffing and expense levels; and adequacy of our capital resources to fund operations and
growth. In addition, the words “belicves,” “anticipates,” ‘plans,” “expects,” ‘should,” “estimates” and similar expressions are intended to identify
Jorward-looking statements. We have identified significant factors that could cause actual results to differ materially from those stated or implied
in the forward-looking statements in Item 1A, "Risk Factors.”

ITEM 1. DESCRIPTION OF BUSINESS

Raser Technologies, Inc., a Utah corporation (“Raser”, the “Company”, “we” or “our”) is a technology licensing and development
company. We operate in two business segments, Transportation and Industrial Technology, and Power Systems. The Transportation and
Industrial Technology segment focuses on improving the efficiency and power density of electric motors, generators and their associ-
ated power electronic drives and controls. This technology is known as Symetron™ technology. The Power Systems segment is seeking to
develop new geothermal electric power generating plants and bottom-cycling operations that generare electric power from the waste heat
of existing power plants and industrial facilities, incorporating licensed heat-transfer technology and our Symetron™ technology.

We have developed several innovations in electric motors and their associated electronic dtives and controllers that allow for increased
torque, power and efficiency. The electromagnetic machine and power electronic drive technology is trademarked under the name “Sym-
etron™", The technologies can be applied to industrial AC induction motors, and drives, permanent magnet motors, automotive alterna-
tors and integrated starter alternators (“ISAS"), for use in industrial and transportation applications, hybrid-electric and electric vehicle
propulsion systems, and other applications where the efficiency of electricity-to-motion or motion-to-electticity power conversions can be
improved. We believe that Symetron™ technologies can also be applied to electric power generation applications.

In 2006, we acquired a non-exclusive license for certain patents, patents pending, and technical information relating ro certain heat-trans-
fer technologies, including geothermal, waste hear recovery and bottom-cycling applications. We believe that a combination of these and
other technologies, our management’s significant experience in developing power projects; the geothermal properties and resources we
have secured and the various incentives the U.S. government has established for alternative energy applications, provide us with an attrac-
tive opportunity for establishing a significant geothermal power and waste heat recovery business.

Consistent with our limited operating history, we have generated very limited revenues from operations and have not yet commercially li-
censed our transportation and industrial technologies. We are in an early stage of development and there is limited historical information
upon which an evaluation can be made regarding our business and prospects. We also have limited insight into how market and technol-
ogy trends may affect our future business. The revenue and income potential of both our operating segments is unproven and the markets
in which we expect to compete are very competitive and rapidly evolving. Our business and prospects should be considered in light of the
risks, expenses, cash requirements, challenges and uncertainties that exist in an early stage company seeking to develop new technologies
and products in competitive and rapidly evolving markets.

Liquidity

As a research and development company, we have incurred substantial losses since inception resulting in an accumulated deficic and
deficit accumulated since re-entry into development stage totaling $35.5 million. Cash used in operations was approximately $7.9 mil-
lion in the twelve months ended December 31, 2006 and we are not operating at cash breakeven. Our continuation as 2 going concern is
dependent on efforts to raise additional capital, increase revenues, reduce expenses, and ultimately achieve profitable operations.

The accompanying financial statements have been prepared on a going concern basis, which contemplates the tealization of assets and the
settlement of liabilities and commitments in the normal course of business. As reflected in the accompanying financial statements, as of
December 31, 2006, we had cash and cash equivalents on hand of $3.4 million and a promissory note receivable, including accrued inter-
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est (duc on March 1, 2007), totaling $6.0 million. Subsequently, both parties agreed to extend the due date of the promissory note from
March 1, 2007 to March 22, 2007. The promissory note was repaid to us in full on Magch 19, 2007 This additional cash is expected o
help us meet our cash requirement needs over the next year.

We have also iniriated a strategy to improve our ﬁnaml:lal performance and liquidity. We intend to expand our revenue base through
implementing our strategy to develop geothermal and bortom-cyclmg electric power generation projects and to obtain revenues from our
partners in these projects that are in a position to bencﬁt from the favorable tax attributes available ro these projects.

While we cannot give assurances that the above actions will be sufficient to alleviate our liquidity concerns, or that additional capital
could be obrained under satisfactory terms if it becomes required, we believe our available cash balances and our efforts to raise capital
and improve our financial performance and liquidity \l‘;vill enable us to continue as a going concern through December 31, 2007.

History and background I

On October 28, 2002, Raser Technologies, LLC was originally organized as a limited liability company, under the faws of the State of
Utah. On July 18, 2003, Raser Technologies, LLC mérged into Raser Technologies, Inc., a corporation, effectively changing its LLC orga-
nizational status to that of a corporation. The mcrgcd] entity retained the name Raser Technologies, Inc. (the “Predecessor Corporation”).

Pursuant to an Agreement and Plan of Rcorganizatiorll (the “Reorganization Agreement”), Wasatch Web Advisors, Inc., a Utah Corpo-
ration (“WWA”) agreed to acquire (i) 100% of the issued and outstanding shares of common stock of the Predecessor Corporation in
exchange for approximately 87% of WWA's post-Reorganization Agreement outstanding common stock, and (i) 100% of the issued and
outstandmg preferred stock of the Predecessor Corporauon in exchange for 300,000 shares of WWA's preferred stock (the “Reorganiza-
tion™). This transaction was accounted for as a reverse acquisition with the Predecessor Corporation considered to be the accounting ac-
quirer. Therefore, the consolidated financial statements reflect the historical operations of the Predecessor Corporation and its predecessor,
Raser Technologies LLC, since inception and those of the consolidated entity from October 14, 2003, the date of the reverse acquisition.
|
As a resule of the Reorganization, the Predecessor Corporation became a wholly-owned subsidiary of WWA and WWA's business opera-
tions became those of the Predecessor Corporation. Effective as of October 14, 2003, the Predecessor Corporation changed its name to
“Raser Technologies Operating Company, Inc.” and WWA changed its name to “Raser Technologies, Inc.”

In 2005, we transitioned from a development stage to an operating stage enterprise for accounting purposes. In the fourth quarter of
2006, we reassessed our current operations and dctcrfmlned that we should be reported as a development stage enterprise, effective Octo-
ber 1, 2006. The decision was primarily based upon the fact that our revenue generating capacity from the transportation and industrial
technology segment has been delayed because licensi}lg agreements with certain customers have not materialized as expected, and com-
mercially licensing our technologies are raking longer than anticipated.

Industry Overview

Our Transportation and Industrial Technology busiriess is focused on a long-term strategy of targeting those markets thar could signifi-
cantly benefit from our Symetron™ family of technologies. Our Power Systems business is secking to develop new geothermal electric pow-
er gencrating plants as well as bottom-cycling operations to generate power from the waste heat of existing power plants and industrial
facilities. ‘These geothermal plants and bottom-cycling operations may incorporate heat-transfer technology that we have licensed from a
third-party. The following is an overview of certain 1|ndusmcs that could benefitr from our technologies and initiatives:

Automotive Industry. l

Growing global demand for power and transportation has met with an increasing concern over global warming and pollution caused by
excessive use of fossil fuels. These conflicts are manifested in the form of rising fuel prices and increased environmental concerns over air
and noise pollution. Consumers are demanding nosi-polluting vehicles that provide greater fuet economy for cost savings, and govern-
ments are supporting moves toward energy independence.

The transportation industry is responding with incremental moves to create more fucl-efficient vehicles with an emerging trend toward
electric, hybrid-electric, plug-in hybrid electric, and fuel-cell powered vehicles. There is a move toward size reduction of vehicle sub-sys-
tems in order to generate primary and secondary weight savings that can provide greater passenger amenities or fuel savings. A desire for
a more cfficient, lower cost, lighter, and more compact electric motor drive systems is a common goal for the new hybrid and electric
vehicle drive trains under development.

Automakers and system integrators began rc—applymg electric motors to vehicle propulsion systems in the 1990's. As the demand for
hybrid electric vehicles continued to grow, automakcrs found that the power density of standard AC industrial electric motors avail-
able at the time were insufficient for launch assist apd acceleration in the size and form factors required. Several companies started using
permanent magnet synchronous motor designs in order o obtain improved power density in spite of higher manufacturing costs and
worrisome failute modes. '




The desire for more comfort and safety features in automotive vehicles has continued to place increasing demands for more electrical
powet. This has led to intense efforts to increase the output capacity and efficiency of the claw-pole alternator design. Greater efficiency
from an alternator not only can provide niore power for electrical devices and sub-systems; it can also produce less drag on the engine
thereby further increasing fuel economy.

General Motors recently announced the Chevrolet Tahoe and GMC Yukon two-mode hybrids for the 2008 model year. The two-mode
hybrid system features separate operating modes optimized for city and highway driving. The vehicle can operate in three ways: electric
power only, engine power only or a combination of engine and electric power. The 2007 Saturn Vue Green Line Hybrid features a unique
electric motor/generator which replaces the alternator and is capable of 1151b-ft (156 Nm) of auto-start torque and minimal engine assist.

The growing demand for more cost effective electric and hybrid electric vehicles and the increasing demands on vehicle power systems
necessitate improvements in electric motors, their power electronic controllers, alternators and other electrical components. We believe
our Symetron™ family of technologies could have numerous applications in the automotive industry to help improve these components
in a wide variety of vehicles that are converting to hybrid or full electric design, including fuel-ceft powered vehicles. For conventional
vehicles, our initial generator technology development was focused on improving the efficiency and output capacity of brushless alterna-
tors, typically used in trucks, heavy-duty vehicles and emergency vehicles withour increasing their manufacturing costs. Customer testing
of our initial design using a proprietary Intelligent Voltage Regulator (“IVR”) that we developed showed 2n improvement of up to 56%
in power output in the same size and form factor. As a result of this development, we recently entered into memorandum of understand-
ing intended for mass production qualification testing with one of the world’s leading re-manufacturer of alternators.

There is also growing interest by automakers in combining the functions of a vehicle’s alternator and starter motor into one reduced cost
machine (an integrated starter/alternator or ISA). This development also makes it possible to add benefits associated with hybrid vehicles,
such as electric on-off starting and electric acceleration assist to conventional vehicles through a belt driven alternator/starter (“BAS”) that
takes the place of the alternator and starter motor, or an integrated starter alternator (“ISA”) that takes the place of the flywheel between
the engine and the transmission. These types of mild hybrids use the starter/alternator for idle reduction and for limited launch assist to
the combustion engine. We have developed a low-costs AC induction motor based ISA technology with favorable manufacturing costs
and high power density called the P-50 to meet the needs of the automakers for this class of hybrid. Automakers are also seeking ways to
reduce the costs of the electric motors and power electronic controllers needed for electric, hybrid electric and fuel-cell powered vehicles.
We are developing advanced technology for two of the most important types of electric motors and power electronic drives used for
vehicle propulsion systems: AC induction and permanent-magnet synchronous. We believe our Symetron™ technology can improve the
performance and reduce the cost of such motor-drive systems through improved motor hardware clectromagnetic design and advanced
proprietary drive control and logic... We believe that by focusing on both hardware and software, we can offer automakers optimized,
low-cost motor-drive propulsion system technology for future generations of electric, hybrid, plug-in hybrid, and fuel-cell vehicles.

For medium and full hybrids, we have designed a larger AC induction motor-based propulsion technology called the P-100 which will
deliver up to 100 kilowatts of propulsion power in a very compact form factor at high-efficiency. We are also developing an innovative
fault-tolerant PM synchronous motor-based propulsion motor-drive system design that we believe will deliver PM motor petformance
ar niear induction motor system price levels. We believe that this balanced approach will maximize our ability to meer a variety of market
demands. Computer simulation and calculated data of our new PM design is being presented to select automakers’ R&D staffs for initial
evaluation. We plan to participate with vehicle demonstrations to facilitate commercialization, and demonstrate the value of our tech-
nologies.

Public Transportation

Governments have accelerated efforts to provide clean and cost-effective solutions to public transportation (buses, shuttles, trolleys, rail
systems and water ferries), with several turning to hybrid electric or all electric public transportation systems. This trend can be seen in
municipal electric rail systems and hybrid electric buses. Electric bus transportation systems save not only fuel consumption, but reduce
poliution emissions, maintenance and operating ¢ests. Rail transportation that uses Direct Current (“DC”) electric motor dtive systems
have largely converted to AC electric motor drive systems and could benefic from a more efficient electric motor drive technology. Electric
vehicles for public eransportation meet the need to reduce urban congestion while reducing air and noise pollution. Daimler-Chrysler
who has close to 60% markert share of the hybrid bus market estimartes that the number of hybrid buses in the U.S. and Canada will grow
from 1,200 to 2,100 in 2007. There is an emerging trend in this market to redesign the traditional bus to take advantage of an all electric
drive train as opposed to the traditional internal combustion engine and its traditional drive train.

Similar to the potential applications in the automotive industry, our Symetron™ family of technologies have the potential to improve

the efficiency of motors and drive systems in public transportation industry. Buses play a significant role in public transportation. There
has been an increasing trend to move from conventional diesel buses 1o more fuel efficient and environmentally friendly hybrid electric
or fuel cell buses chat use high power electric motors and drives. In addition, most light rail and trains are powered by electric motors.
Larger vehictes such as trains and hybrid buses rely on AC induction motors due to their economy and durabilicy. We anticipate that our




improvements in the efficiency of AC induction motors and drives could reduce the costs of electric motor-based propulsion systems used
in public transportation. We are secking demonstration opportunities with bus buildersiand manufacturmg partners to demonstrate our
technology and its value for these applications. '

Industrial Vebicles and Mobile Equipment |

There appears to be a trend in the industria vehicle and mobile equipment industry, which includes forklifts, utility vehicles, trucks, and
earth-moving and construction equipment, that is mgvmg toward all-electric vehicles in order to reduce fumes, pollutants, noise and heat
generated by internal combustion engines and hydraulic-powered vehicles that frequently operate in confined spaces and in close proxim-
ity to people. Electric industrial vehicles would bencﬁt from higher torque and more efficient motor drive systems.

In the material handling equipment marker, the trcnd to move from gas powered forklifts to electric powered forklifts continues, prompt-
ed by government and industry mandates. Because AC induction motors are the motors of choice for the leading forklift manufactur-

ers due to their high reliabilicy and low maintenance, we believe that the application of our Symetron™ technology which can improve
performance while reducing the cost of AC induction motors and controllers can add value to this important market segment. There are
more electric forklifts than hybrid electric automobilés in the United States. We believe that this market can be i important to the commer-
cialization of our technology. l

DefenselAerospace I

As the world’s militaries transform into a lighter, more mobile fighting forces, the need for compact, highly efficient electric power trans-
mission systems and electric power generating equipment should be substantial. Military wheeled vehicles are trending toward hybrid
electric power propulsion systems that will enable lmprovcd fuel economy, extended range, low-noise operation and the ability to gener-
ate electric power directly from engine power using an embedded ISA. The advantages of an embedded generator system include not only
lighter weight and better fuel economy, but more raﬁid deployment as the need to transport separate, towed power generatots is reduced.
In essence, the military vehicle not only maintains u:s primary function, but also becomes a “rolling generator. Mll:tary programs for
which ISA technology may be considered include thc High Mobility Multiple Wheeled Vehicle, HMMWYV or “Humvee”} and the Fam-
ily of Medium Tactical Vehicles, (“FMTV”) and othfr multi-wheeled vehicles in the Future Combat System.

|
The world’s Navies are also moving to electric motor;based propulsion systems and electric motor-based on-board sub-systems ranging
from navigation to targeting systems. Additional electric power requirements are also being driven by the increasing the related air-condi-
tioning needs for their electronic equipment cabmcts

After completion of a phase one small business innolvation and research grant, we were awarded a subcontract for the design of an
Integrated Starter Alternator for potential use in the Army’s existing fleet of over 50,000 Humvee vehicles. The first phase of the new
contract is expected to be performed over an 18 month period under a subcontract for $461,000. This subcontract calls for the delivery
of engineering models of ISA’s and controllers to the Army and its contractors for design and development testing which is expected to be
completed in 2008.

In addition to ground and naval vehicles the U.S. military is moving to “electrify” its air force with electric propulsion and electric motor
and actuator mechatronic technologies. We expect to be able to leverage the development of our fault-tolerant permanent-magnet syn-
chronous motor-drive technology for use in aircraft propu151on systems, flight control surface actuators and other on-board applications
enabling lower costs, lighter weight and smaller spacc requirements.

Heating, Ventilation and Air Conditioning \I

Federal regulations require the creation and malntenance of efficiency standards for heating and cooling of residential homes. Variable
speed commercial heating, ventilation and air condmunmg motors fit our target profile of electromagnetic devices that have high electric
loads and could benefit from an increase in efficiency. Businesses are interested in reducing their energy consumption expense, and utili-
ties have been offering rebates for the installation of energy saving technologies that can impact their peak load requirements (“Demand
Side Management” or “DSM”). We expect this trcnd to continue,

The U.S. Department of Energy funded a study adrlninistered through the State Technology Advancement Cooperative “STAC” to in-
vestigate ways to reduce the cost of high efficiency heating, ventilation and air conditioning (*HVAC”) systems. We developed a flexible,
modular motor drive controller called FlexMod™ bhsed on our Symetron™ motor drive control technology. Symetron™ will use propri-
etary adaptive tuning techniques based upon unique motor characteristics to optimize motor performance under varying load and speed
conditions. Independent testing conducted by Advanced Energy Laboratories demonstrated up to a 10% improvement on average in
system efficiency when compared to a leading commercial AC variable frequency drive, using the same commercially available AC motor.
Advanced Energy reported the test results to the Dlepartment of Energy and recommended that the results of this study be provided to
major motor and drive manufacturers and the utility industry in order to reduce energy costs in the industrial, residential and building
construction markets, '

| ¢




Industrial and Commercial AC Induction Motors

AC induction motors, the traditional wogkhorse df industry, which consume up to 69% of the world’s industrial electrical energy, have
increasingly become the subject of government minimum-efficiency standards and mandates. Starting with the passage of the Energy
Policy and Conservation ACT (*EPAct”) in the United States in 1992, and European Union standards in the late-1990s, an increasing

number of the world’s countries have promoted minimum motor efficiency standards that are higher than the standard motors tradition-
ally built and sold.

Despite the benefits derived from higher efficiency motors, the adoption of premium-efficiency motors has been hindered by higher up-
front cost. Raser’s Symetron EQO™ technology, currently under development, addresses this problem by increasing the motor’s operating
cfhciency for little or no increase in its manufacturing cost.

We have entered into a cooperative agreement with one of the world’s largest manufacturers of AC induction motors to test and verify the
degree of cfficiency improvement that can be realized from Raser’s Symetron EO™ technology and to qualify this technology for use in
mass production. Phase one of this program is scheduled for completion by the end of 2007, and we anticipate it will enable the com-
mercialization of our Symetron EO™ technology in 2008.

Geothermal Power Generation

Geothermal energy is a clean, rencwable and generally sustainable energy source thar, releases significantly lower levels of emissions than
energy sources based on the burning of fossil fuels. Certain of the newer, heat-transfer technologies, including closed-loop, binary cycle
systems release zero emissions. We have acquired a global license to use closed-loop binary cycle technology.

Geothermal energy is derived from the naturat hear of the carth when water comes sufficiently close to hot molten rock to heat the water.
The heated water then ascends toward the surface of the earth where, if geological conditions are suitable for its commercial extraction,

it can be extracted by drilling geothermal wells. Geothermal production wells are normally located within approximately one to two
miles of the power plant as geothermal fluids cannot be transported economically over longer distances due to heat and pressure loss.
The geothermal reservoir is a renewable source of energy if natural ground water sources and re-injection of extracted geothermal fuids
are adequate over the long-term to replenish the geothermal reservoir following the withdrawal of geothermal fluids and if the well field
is properly operated. Geothermal energy projects rypically have higher capiral costs {primarily as a result of the costs attributable to well
field development) but tend to have significantly lower variable operating costs (principally fuel, but also consisting of maintenance
expenditures, than fossil fuel-fired power plants that require ongoing fuel expenses).

Advances in heat transfer technology have opened new sources of geothermal heat to be used for power generation that were previously
unusable for such purpases. Binary cycle technology can utilize water-based geothermal resources of lower temperatures, ranging from ap-
proximately 200 to 360 degrees E This heat transfer technology is a closed-loop system, in which the steam or warer from the geothermal
reservoir never comes into direct contact with the blades of the turbine generator. In a binary system, warm geothermal fluid is pumped
to the surface and channeled into heat transfer equipment. The geothermal water is then used as a source to heat a “working fluid,” which
then vaporizes to turn che turbine generator. After the heat transfer process is complete, the cooler water is returned to the reservoir.

Electric utilities continue to improve the efficiencies of their systems, while encouraging the efficient use of power in homes and indus-
tries, Small improvements in efficiency for converting heat to motion to electrical energy are pursued by power companies as they strain
to satisfy growing demand withourt adding the huge incremental capacity of a new plant. Renewable portfolio standards imposed by 23
states and the District of Columbia require public utilities to obtain a portion of their power supply from renewable energy sources which
generally include solar, wind and geothermal energy sources. An attractive way for utilities to help meet this requirement is through geo-
thermal power resources that provide a reliable around the clock base load power supply in contrast to wind and solar sources which have
limitations as to the times in which power can be generated.

The Federal government is pursuing a strategy of energy independence and has recognized the potential of geothermal energy for helping
achieve this goal. In order to promote geothermal energy production, the government has created incentives within the tax code. There
are tax incentives coveting intangible drilling costs, accelerated depreciation and depletion allowances, all of which are currently perma-
nent parts of the U.S. tax code. Additionally, production tax credits have been made available to geothermal energy producers. These tax
credits have been renewed through the end of 2008 and are generally subject to annual renewal by Congress.

Bottorn-Cycling

Heat-transfer technology has advanced to the point where waste heat generated by existing power plants and industrial facilities can be
used to generate additional power. A few industrial facilities in the U.S. and Asia have incorporated binary bottom-cycle technology to
supply more power to help operate their plants. Also, for the power generators, more attention is being given by states in the U.S. to the
relationship between emissions being released by power plants and the electricity they generate, Heat-recovery technology, incotporating a
closed-loop, binary system, releases zero emissions. Incorporating this technology into an existing power plant allows the plant to generate
more electricity withour increasing emissions.




Business Strategy | ¥ N

Our objective in the transportation and industrial technology segment is to achicve significant market penetration in the markets where
our Symetron™ technology can add value, increase proﬁtablllry and serve as a strategic differentiator for potential customers. We are
pursuing this objective through the following strateg:cs

o Establish strong intellectual property rights. Ourllicensing strategy is to establish and maintain clear intellectual property rights to
protect the investment of our shareholders and potential customers. We have applied for patent protection with respect to key
aspects of our technology. !

o Ectablish close relationships with product designers. In order to demonstrate and achieve the substantial performance improvements
thar are possible through Symetron™ enhanced systems, it is imperative that we incorporate the improvements into product
. - - . » ! . . " » »
designs. We have established relationships with a number of product designers interested in designing products that use our tech-

nology.
I
Establish mutually beneficial relationships with motor and drivelcontroller manufacturers. We are secking to license our Symetron™

technology to key motor and drive/controller manufacturers. We believe that equipment manufacturers who experience a suc-
cessful launch in one market will provide us with opportunities to apply our technologies in adjacent markets.

s Continue to develop new transportation-related technologies. We believe that more innovations can be realized in the field of rotat-
ing electromagnetic technology. A key to our long-term success in this area will be developing, protecting and commercializing
these future innovations. |

* Develop new power electronic drive logic teclmébgies. We believe that today’s variable-frequency motor drives can be improved.
Wee believe that innovations in the sofrware [Iogic of drives that allow sensorless, plug-and-play, and direct-drive operation offer
benefits to motor and drive manufacturers a.l"ld large OEMs and systems integrators that increasingly use such devices in their

products. |

* Create demonstration prototypes. Demonstrating the technology in a variety of product applications is the best way to solidify
customer and consumer demand for the Symetron™ technologies.

o Create an awareness of Symetron™ technology potential in government agencies. Government initiatives setve to accelerate the
adoption of new technologies. Creating an awareness of the possibilities offered by our technology can lead to opportunities to
develop, demonstrate and implement Symetron™ technologies in important new programs.

|
* Acquire compelling technologies or market positions. We intend to explore opportunities to acquire technologies that complement
or enhance our existing technologies. Adchtlonally, we may pursue acquisition strategies that will accelerate the introduction,
demonstration and widespread adoption oflour Symetron™ technologies.

Our strategy in our power systems segment is to devlclop geothermal power projects where renewable, electric power is needed. We believe
the current tax laws and government regulations requiring movement towards development of renewable energy provide an attractive
environment for entering the geothermal power generation matket. Using advanced binary cycle technology, our three general areas of
focus include geothermal power generation, bottom-cycling of power plant waste heat, and bottom-cycling of industrial waste heat. We
are pursuing these objectives through the following strategies:

|

* Continue to secure geothermal resources. Lov\?cr grade geothermal heat sources have become a viable driver for electric power pro-
duction. An importanc factor in our long—tcrm success in geothermal power production will be to assure that we have adequate
geothermal heat resources. We have ah'eady secured the geothermal rights to substantial acreage in known geothermal areas
{(“KGRA") in Nevada. l

o Maintain access to capital available for building power plants. Significant incentives have been provided to developers of geother-
mal power generating plants. We plan to use the incentives available for our projects to attract strategic alliance partners to help
provide the necessary capital to fund the development of these projects.

s Continue to develop relasionships with potential bottom-cyclers. An additional opportunity for applying our licensed heat-transfer
technology is in the bottom-cycling of existing power plants and industrial facilities. We intend to explore opportunities for bot-
tom-cycle operations. |

* Acquire companies with compelling tecbnalagm or resources. We intend to explore opportunities to acquire technologies or resourc-
es that complement ot enhance our exlstmg asset base. Additionally, we may pursue acquisition strategies that will accelerace our
development plans. |

[




The Raser Symetron™ Technologies

We have developed innovations in AC induction moror, permanent magnet synchronous and switched reluctance-based motor and

drive designs and control methods which allow for operation with increased efficiency. This efficiency improvement increases the motor’s i
continuous power rating as well as decreases power consumption during periods of high torque output in a motor that uses conventional

materials and manufacturing processes. In mobile applications, higher torque improves the responsiveness of the vehicle and added ef-

ficiency will extend battery life, consequently extending the range of operation before recharge.

We believe that Symetron™ technologies are scalable and will apply to typical axial (cylindrical length greater than diameter) as well as
pancake (cylindrical diameter greater than length} shaped motors. These concepts have also been applied to alternarors and generators
with observed increases in efficiency which could solve needs in a number of markets

We believe that these innovations have four major benefits:

*» For a comparable power output, Symetron™ enhanced drive systems can be smaller and lighter, providing a higher power den-
sity.
* The performance characteristics of Symetron™ advanced motor technology make it a good candidate for plug-in hybrid electric

vehicles (“PHEV”) and applications where high torque is needed for vehicle launch assist, hill climb and rapid acceleration. Ir is
also well suited for fuel cell vehicle applications.

* Standard components and simplicity of design suggest thar the estimated production costs for a Symetron™ enhanced motor and
controller will be equal to or less than those of competing motors and controllers for a given power ourpur.

* Use of Symetron™ advanced motor technology may result in energy savings and consequently range extension in battery pow-
ered applications due to its greater efficiencies at higher loads in intermittent torque applications.

We group the Symetron™ technologies into four areas; (1) Induction Motor System Efficiency Optimized (“IMSEO?), (2) Alterna-
tor/Intelligent Voltage Regulator (“A/IVR”} (3) Efficiency Optimized Line-Driven AC Motors (“Symetron™ EO”) and (4) Fault-tolerant
Permanent-Magnet Synchronous Motor-Drive System (“FTPM”).

Induction Motor System Efficiency Optimized ("IMSEO”)
IMSEQ consists of Symetron™ enhanced AC induction motor and variable frequency drive/controller technologies thar operate either
separately or as part of a motor-drive system to create efficiencies thar exceed current traditional motors and drives.

Axial Motor: The axial induction mortor is built in an axial shape (a cylinder with a length similar to its diameter). We developed
and tested proprietary and patented technology for both the motor and its drive. Acting in concert with the drive, the Sym-
etron™ enhanced motor can deliver improved continuous and intermittent or peak torque, at improved efficiencies. The target
applicarions for these motor drive systems are vehicle propulsion traction drive systems with intermittent high peak torque
requirements and industrial traction applicarions as elevaror lift motor-drive systems and high efficiency variable torque applica- |
tions such as fan, pump and compressor motors and drives used in HVAC equipment. Commercial heating, ventilating, and air
conditioning (“HVAC”) units use AC variable speed clectric motors with variable frequency drives. During 2006, we developed
a flexible modular motor controller based upen the Symetron™ motor control technology (FlexMod™). Independent testing
conducted by Advanced Energy demonstrated an improvement of up to 10% when compared to leading variable drive systems.
Industrial applications include a wide variety of variable speed motors included in commercial HVAC units.

Pancake Motor/Integrated Starter Alternators (“ISA”): The pancake motor is 2 motor packaged in a pancake shape, that is, the ratio
of the diameter to its length is at least two to one. Our pancake design technology produces high torque with a versatile shape
that can be applied to many FHEV and hybrid-vehicle applications. It can fit into wheel hub locations ot small spaces between
the engine and transmission. Depending upon the power rating and form factor required, we believe the performance of our
pancake shaped AC induction motor system can approach that of PMSMs, but with the economy, durability and scalabilicy of
an AC induction motor design. The target applications for our AC induction motor (IM) pancake design include traction drives
such as integrated rransaxle assemblies, hub, and direct drive fuel cell vehicles, Targer markets include PHEV and hybrid eleceric
automobiles, trucks, industrial traction, and some industrial applications.

We have demonstrated an IM pancake motor for an ISA application. An ISA serves the combined function of the starter motor
and the alternator or generartor designed for hybrid integration in a truck or automobile. This combination can deliver 1 unique
AC device designed for integration with an internal combustion engine and advanced drive train for mild to medium hybrid
vehicle applications. Mild hybrids reduce fuel consumption by turning off the engine during idle and stops, and provide a source
of AC onboard mobile power generation, ideal for electric tools used by contracters. Medium hybrids use a more powerful
electric mortor to add launch assist for low speed assisted acceleration, further reducing fuel consumption. Targer markets include
PHEVs, hybrid electric automobiles, trucks, buses, and military vehicles.




I
Moror Controllers: The IMSEQ motor drive/ cc;ntroller is a variable volrage, variable-frequency inverter-based power electronic
device that controls the performance of the AC induction motor, namely its spegd, torque and direction of rotation. In the case
of the ISA, it also serves to control the flow of regenerated electric power back from the 1SA to the batteries and to regulate the
voltage output of the ISA when in generating mode. The Symetron™ drive logic could increase the operating efficiency of both
the driven motor and the drive’s power converter, optimizing the utilization of its power devices. This technology can be used for
PHEY and hybrid electric vehicles. !
I
!
I
Alternators: We are currently testing the appllcauon of Symetron™ advanced technology for use in brushless claw-pole alternators
for automobiles, trucks, buses and other vehicles through a joint development effort with a leading re-manufacrurer of alterna-
tors. Our engineers have developed a unique design, which delivers more ourpur power in the same size by optimizing electrical
and magnetic performance over similar current state-of the-art commercial products. We have demonstrated up to 56% more
output and 7% more peak efficiency than 1:ht,1 same sized competitive product. The target market for this technology is the
heavy- and medium-duty trucks and high-output specialty vehicles such as police cars, and emergency vehicles.
I
Efficiency Optimized Line-Driven Motor Technology I( “EO”)

High-Efficiency AC Induction Motors: In cooperation with one of the world’s largest manufacrurers of AC induction motors, we
are currently developing and testing for mass-production, a number of Symetron EQ-enhanced general-purpose industrial AC
induction motors with the purpose of demonstrating an increase in their operating efficiency without increasing their manufac-
turing cost. This is accomplished by advanced electromagnetic design techniques embodied in the Symetron™ technology.

I

Alternators/Intelligent Voltage Regulators (“IVR”)

|
Fault-Tolerant Permanent-Magnet Synchronous Mator Drive System (“FTPM”)

Our FTPM technology embodies two advar:lced design technologies. The first, involves an advanced type of permanent-magnet
synchronous motor (*PMSM”) that we believe will reduce both the size and cost of today’s interior permanent-magnet propul-
sion motors that are used in today's hybrid électric vehicles. The second technology involves an advanced electric motor design
with an advanced AC variable-frequency drive/controller design that we believe will cost-effectively diminish or eliminate the
safety problem inherent when a fault occurs in a PMSM-based propulsion system.

Power Production Licensed Technology
Licensed Hear-Transfer Technology: We acquired a nop-exclusive, royalty-bearing license for certain patents, patents pending, and techni-
cal information relaring to certain heat-transfer tcchnologlcs including geothermal, waste heat recovery and bottom-cycling applications.
This technology is referred to as the K-cycle and is a | derivative of the Kalina Cycle, an advanced binary cycle technology. Binary-cycle
power generation is different from dry steam or ﬂasl_l technologies as the steam or water from the geothermal reservoir never comes into
direet contact with the blades of the turbine generator.
-
Binary-cycle technology is used for water-based gcothcrmal resources of generally low temperature, ranging from approximarely 200 to
360 degrees F. In the binary system, warm geothcrmal Auid is pumped to the surface and channeled into a heart exchanger. The geother-
mal water is then used as a source to heat another “working fluid”, which then vaporizes to turn the turbine generator. After the heat
exchange process is complete, the now cooler water is returned to the reservoir. The primary advantage of the binary method is its ability
to efficiently convert more commonly found low témperature water resources into power through the use of working fluids that have a
low boiling point. It also has the advantage of producing zero emissions, which neither dry steam nor flash steam cycles can claim.

The binary cycle technology originated when scientists realized that the most imporrant step in converting heat to power was the con-
version of the working Ruid to steam. Tradmonally, pure water was used for the working fluid which, when boiled into steam, drives
turbines and other machinery. However, such smg}c-componcnt fluids are inherently inefficient. Scientists discovered that by changing
the working Auid and controlling its composition in different parts of the system, more electricity-producing heat can be recovered at
each step in the cycle. With its improvements in eﬂicicncy, the binary cycle rechnology delivers more power for the same amount of input
heat, and it does so regardless of the thermal energy source. By improving power plant efficiency, the binary cycle technology cuts the
amount of geothermal fluid or industrial waste heat needed to generate every kilowatt of electricity. This reduces the cost of power as well
as environmental emissions.

Business Segments !
We are focused on a long-term strategy of rargctmg those markets that could significantly benefit from our technologies. Sales efforts
relating to these technologies are divided into two business segments (including applicable technology groupings):

1) Transporration and Industrial Technolog'y (IMSEQ, Alternator/IVR, EO line-driven morors and FTPM)
|
2) Power Systems (Heat transfer licensed technology)
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Since inception, 100% of our revenue has been generated from customer-sponsored research and development activities in the Transpor-
tation and Industrial segment. To date, no revenue has been generated from our Power Systems segment.

Transportation and Industrial Technology

We have grouped the Symetron™ technologies into four areas; (1) Induction Motor System Efficiency Optimized (“IMSEQ”), (2) Alter-
nator/Intelligent Voltage Regulator (“A/IVR™), (3) Efficiency Optimized Line-Driven Motors (“EQ” Line-Driven Motors), and (4) Fault-
Tolerant Permanent-magnet Synchronous Motor Drive Systems ("FTPM”).

The Transportation and Industrial Technology business segment includes opportunities in transportation-related technologies relating to;
alternators, ISAs, automotive hybrid and electric vehicle propulsion drive systems medium- and heavy-dury trucks, specialty vehicles, rail
vehicles, locomotives and marine electric propulsion systems. Opportunities in industrial applications include HVAC sysrems, equip-

ment, pumps, fans, compressors, conveyors, and elevartors, industrial and commercial AC induction motors, AC variable-frequency drives
{AC VFDs), and industrial craction vehicles,

The alternator market is a large commodity market for mobile electric power. The consumer trend toward more comforts in transporta-
tion continues to be manifested in improved sound systems, navigation systems, and other powered features that increase demand on

the vehicle’s power infrastructure. Approximately 6-8% of a vehicle’s fuel is used to power its electrical system. Greater efficiency from an
alternator would provide more power while producing less drag on the engine. We are developing designs to offer value in high outpur al-
ternators and ISAs for the growing mild-hybrid marker. Cost, reliability, amperage ourpur at idle speed and amperage output ar run speed
are common technical differentiators in the alternator marker. The Symerron™ technologies offer the possibility of smaller, less expensive
alternators operating at higher efficiency across the relevant revolutions per minute (“RPM”) range.

In the fourth quarter of 2006, we were awarded a firm fixed fee subcontract o design and develop working prototypes of a Symetron™
enhanced ISA for use by the U.S. Army in its fleer of over 50,000 HMMWYV (*Humvee”) vehicles. The contract covers an 18-month
period and is administered by ARINC, a world leader in transportation communications and systems engincering. Additional funding
may be available upon successful completion of the contract.

The trend in the industrial vehicles marker, which includes forklifts, utility vehicles and mobile equipment, is moving toward all electric
vehicles in order to reduce emissions indoors and improve vehicle economy. In the electric forklift marker, the inverter-driven AC induc-
tion motor has been established as a technology of choice due to its durability and operational economy. High torque, high efficiency AC
induction technology may be well suited for this market. We believe that the Symetron™ motor and motor drive technologies can offer
significant benefits in this traction drive application.

In medium and heavy-durty trucks {ranging from small delivery trucks to 18-wheel diesel trucks), new government regulations, particular-
ly in the United States and Europe, are driving companies to invest heavily in research and development with the goal of developing more
environmentally friendly electrically-driven equipment. Sales growth, particularly in the Unired States in recent years, has been driven by
new engines created to meet emissions regulations. For fleet owners, fuel represents a large and growing percentage of overall expenses.

In addition to alternators and ISAs mentioned above, we are developing a P-100 drive motor for potential integration into full electric
vehicle propulsion systems, including full hybrid automotive vehicles.

Hybrid electric vehicles and plug-in electric vehicles are increasing in popularity in the United States primarily because many consumers
are purchasing more fuel-efficient vehicles to offset the cost of gasoline. We believe that Symetron™ AC induction motor technologies can
help to provide a solution in this market that includes a low cost, high-mileage offering through a dual mode Plug-In Hybrid Electric Ve-
hicle ("PHEV?”). We are a founding member of the Plug-In Hybrid Development Consortium, which seeks to shorten the development
cycle for new hybrid automobile offerings, thereby accelerating the commercialization of dual mode PHEV technology.

HVAC is one of the largest end-uses of AC electric motors and variable frequency drives. Commercial HVAC motors are variable-speed
eleceric motors that could benefit from an increase in efficiency using our technologies. Competition in the HVAC industry centers on
price and efficiency. Our FlexMod™ technology may afford the opportunity to offer efficiency increases to existing motors in this indus-
try. We received 2 United States Department of Energy grant to test our FlexMod™ technology. Advance Energy administered the testing,
We completed the modeling, testing and report-writing requirements outlined in the grant in the third quarter of 2006. Results from the
testing indicate that using the Symetron FlexMod™ technology improves HVAC efficiencies over current existing motors by up 1o ten
percent.
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Power Systems
In 2005, we began to implement our strategy to acquire heat-transfer technology for use in geothermal electric power generation, specifi-
cally, advanced binary cycle power generation tcchnology, as well as geothermal resources. During the first quarter of 2006, we entered
into a merger agreement in which we agreed to acquire Amp Resources, LLC, which owns technology for the geothermal and waste heat
power generation markets. Amp Resources also owns certain geothermal assets in the western United Scates. On June 16, 2006, Amp
Resources purported to terminate the merger agreement. On August 29, 2006, we filed suit against Amp Resources and related parties
claiming breach of the merger agreement and related ?auses of action.

On September 2, 2006, we reached a settlement agrcclmcnt with Amp Resources, wherein our newly formed subsidiary, Raser-Power
Systems, LLC would receive a global license (excluding New Zealand, South Africa, Canada and Australia) for certain key heat transfer
technologies for use in such applications as geothermal power generation, waste heat recovery and bottom-cycling applications. We guar-
anteed the subsidiary’s payment of accurate royalties when incurred under the new license and we agreed not to compeze for 12 months
with specified Amp Resources relationships involving the licensed technology. In addition, Amp Resources entered into a new promissory
note, pursuant to which Amp Resources agreed to repay its existing $5.5 million debt plus accrued interest on March 1, 2007 or carlier
upon the occurrence of specified events. Both parties agreed to grant mutual waivers and general releases of claims related to the acquisi-
tion agreement, and to terminate the merger agreement. We also dismissed the lawsuit with prejudice as part of the settlement. Subse-
quently, both parties agreed to extend the due date of the promissory note from March 1, 2007 to March 22, 2007.

Key members of our management team and certain metmbers of our board of directors have substantial experience in the development
and operations of power projects. Our short- and long-term growth strategy in our Power Systems segment is to leverage this base of
knowledge and experience to develop geothermal power projects where renewable, electric power is needed. We believe the current tax
laws and government regulations promoting the development of renewable energy sources provide an attractive environment to enter into
the geothermal power generation marker. Using advanced binary cycle technology, our three general areas of focus include geothermal
power generation, bottom cycling of power plant wafste heat, and bottom cycling of industrial waste heat.

Geothermal power is generated using underground steam or hot water wells drilled into the earth. The steam or hot water is used to drive
a turbine, which powers an electric generator. Using newer, binary cycle technology, geothermal electricity can be generated from heat
sources of relatively moderate temperatures, between 200 and 360 degrees F. The ability to use cooler temperatures to generate power has
opened new sources of geothermal hear that were previously unusable for power generation. It also allows for bottom cycling applications.
Bottom cycling is the ability to recover excess waste heat expelled by traditional coal-fired, gas and nuclear power plants and other indus-
trial heat sources to generate additional electricity. In addition, bottom cycling of industrial waste heat is also possible for such locarions
as steel and iron plants, incineration plants, refineries, diesel plants, smelter, and rolling miils.

We recognize that geothermal power generation, including exploration, drilling, power plant construction and operation, is a capiral
intensive proposition. We intend to develop relationships with several strategic alliance partners to help provide the necessary capital to
fund the development of geothermal power plants. We believe that with the tax incentives available o such projects and the favorable
economic environment for renewable energy, it willjbe possible to develop geothermal projects that are economically feasible. We have
been successful in leasing some properties in central Nevada with potential geothermal resources, where we intend to develop binary heat
recovery power plants in conjunction with strategicialliance partnets.

Suppliers and Key Relationships |

Customer Relationships -

In our transportation and industrial technologies segment, we plan to license our technologies to electric motor and variable-speed drive
manufacturers, automobile suppliers, the military, g governments, and other systems integrators. In addition to charging license fees for
disclosure and use of the technologics, we anticipate receiving royalty payments for each device produced.

In our power systems segment, our primary customers are the public and private utilities located in the general region of our power
plants. We plan to enter into standard, long-term power purchasc agreements with these utilities. We also expect to derive significant
revenue from license, royalty, management and other fees generated from each of our power projects. We plan to enter into agreements
with strategic alliance partners in which these partncrs acquire a majoriry share of their respect projects. These projects will be responsible
for all expenses of the project, including the fees © 'be paid to Raser.

Competition [

The transportation and industrial markets in which our potential customers compete are intensely competitive. In general, the competi-
tive factors for these markets are efficiency, power density, peak torque, costs of production, reliability and expected warranty costs. As the
marker for high performance electromagnetic machines and their power electronic drives or controllers grows, we believe that companies
involved in developing electromagnetic machine and power electronic drive technology in manufacturing motors, generarors and drives

|
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will increase their efforts to develop products with features and functions that compete with the Symetron™ technologies. We are un-
able to anticipate which companies are likely to offer products or technologies in the future that will compete with the technologies we
provide.

The demand for renewable energy in the U.S. is substantial and continues to increase. In this environment where demand outstrips sup-
ply, the competition among green enetgy producers is less intense than in our other businesses. However, we are unable to anricipare how
long the current environment will be sustained. In general the competitive factors for this market are heat sources properties, technolo-
gies, geographical locations of power plants, access to prime market and transmission infrastructures, and favorable regulatory and rax
environments for renewable energy.

In addition, some competitors have grearer brand recognition, longer operating histories, larger customer bases and significantly greater
financial, marketing and other resources than Raser, and may enter into strategic or commercial relationships with larger, more estab-
lished and well-financed companies. Some competitors could devote greater resources to marketing and promotional campaigns and de-
vote substantially more resources to their research and development efforts. New technologies and the continued enhancement of existing
technologies also may increase competitive pressures in the furure.

Research and Development

We are engaged in an ongoing process of researching, developing and demonstrating new applications for core technology innovarions.
These include the periodic introduction of new motor and generator-related technologies, application of applicable technologies to
manufacturers’ test applications, testing and performance evaluations of these technologics and participation in design and engineering of
related original equipment manufacturers (“OEM”} projects.

We devoted considerable effort throughout 2006 to further develop various technologies and to internally rest, refine, characterize and
further verify the technologies. Characterization of the technology is the process by which the performance levels that can be achieved
over a range of likely operating conditions are determined. This data provides a performance description thar is useful to the customer in
understanding the capabilities of the moror without revealing the intellectual property underlying the improved performance levels. We
anticipate that the data and experience gained through this base-lining activity should result in an improved description of Symetron™

- performance benefits, and consequently, an enhanced value proposition for potential customers.

Our research and development costs for the years ended December 31, 2006, 2005, and 2004 totaled $3,893,540, $2,062,050 and
$1,634,541, respectively. Future research and development expenditures are anticipated in order to develop additional Symetron™
technologies primarily relating to alternators, ISAs, line-driven motors, hybrid and plug-in electric vehicles. Research and development
costs, relating to development of potential technologies, are expected 1o increase over time as milestones in the development process are
achieved.

Intellectual Property

Our patented and patent pending technologies and related intellectual property are critical to our success. We rely on a combination of
laws and contractual restrictions with employees, customers, suppliers, affiliates and others to establish and protect proprietary rights.
Applications for patent protection for key technologies are made on a global basis. We require technical personnel to sign confidentiality
agreements that contractually obligate them 1o assign new intellectual property to us. Legal expettise has been engaged to help process ap-
plications to protect our intellectual property. Despite these precautions, it may be possible for a third party to copy or otherwise obtain
and use our intellectual property withour authorization. In addition, others may independently develop substantially similar intellectual

property.

The U.S. Patent and Trademark Office has issued six patents to us for rescnant motors (U.S. Patent No’s. 6,847,186 and 7,034,498);
electromagnetic motors (U.S. Patent No. 7,034,499); motor controllers (U.S. Patent No. 7,026,785); pancake motors {(U.S. Patent
No. 7,116,029); and hydredynamic slip rings (U.S. Patent No. 7,019,431). We have received a notice of allowance and have paid the
issue fee in cach of four additional applications. In addition to these four, we have cight U.S. and five international patent applications
which further define and develop the concepts of the core Symetron™ technologies.

We have licensed our hear transfer technology license from a third party licensor. The license gives us certain rights to certain patented
technologies. Five U.S. patents have been issued to the licensor, and one is pending, protecting these technologics. We believe thar the
license will be primarily used within the United States and the patents are sufficient to protect the proprietary nature of the technologies
covered by our license.
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Government Regulation |

The initial progress of commercializing our technologies in the hybrid-electric vehicle and plug-in electric vehicle markets may be some-
what dependent on government regulations. The Energy Policy Act of 2005 contains numerous provisions that could affect the pace at
which hybrid-electric technology is adopted by the automobllc industry. The bill did not raise the Corporate Average Fuel Economy
("CAFE") standards thar were established in 1975; ransmg the standards would have provided an incentive for manufacturers 1o sell
more units of cars with higher fuel economy performance, such as hybrid-electric vehicles. ‘The bill also extended incentives for alternate
fuel vehicles thar could be considered competitors to h} brid-electric vehicles. The bill did continue a program of credits for purchasers
of hybrid-electric vehicles and provided direct fundmg for research to advance the commercialization of hybrid and plug-in flexible fuel
vehicles.

In addition, new government initiatives such as the “Freedom Car” and 21 Century Truck could play a significant role in accelerating
the adoption of the applicable technologies in the autx!)motivc and other related transportation industries. The Freedom Car initiative is a
public-private partnership, geared towards developing hydrogen fueled vehicles of the future, which will focus on the research needed ro
develop technologies such as fuel cells and hydrogen fmm domestic renewable sources. The 21= Century Truck program will support the
development and implementation of commercially viable technologies that will dramatically cut fuel use and emissions of commercial
trucks and buses while enhancing their safety and affordability while maintaining or enhancing performance. The underlying trend in
these programs is to migrate away from fossil fucls, and toward renewable encrgy sources. Hybrid electric drives are likely beneficiaries of
this trend. |

The United States Department of Energy (“DOE”) is|directed by the Energy Policy and Conservation Act to consider establishing
minimum efficiency standards for various consumer products, including central air conditioners and central air conditioning heat pumps.
In 2004, DOE amended the minimum efficiency standards for new central air conditioners and heat pumps that had been in effect for
almost ten years. These standards went into effect on ]anuary 23, 2006, raising the Seasonal Energy Efficiency Ratio (“SEER”) for resi-
dential air conditioners to 13 and increasing the Hcarmg Seasonal Performance Factor ("HSPF”) for central air conditioning heat pumps
10 7.7. Both standards apply to products manufactured for sale in the United States after January 23, 2006. The standard for split-system
air conditioners, the most common type of rcmdcntlal air conditioning equipment, represents a 30 percent improvement in energy ef-
ficiency. For split-system heat pumps, the new standard would represent a 30 percent improvement in energy efficiency. For split-system
heat pumps, the new standard would represent a 30 pcrcent improvement in cooling efficiency and a 13 percent improvement in heating
efficiency. The standard will also increase the cooling efficiency of single-package air conditioners and single-package hear pumps by 34
percent and the heating efficiency of single-package heat pumps by 17 percent.

All 50 states and the District of Columbia offer somc? form of regulation or financial incentive related to the increased use of renewable
energy. Among the most wide-reaching rf:gulations is the establishment of Renewable Portfolio Standards, which mandate a standard
minimum level of renewable energy in each state’s eNergy sources. Eligible sources of renewable energy vary by state, but generally in-
clude: geothermal, biomass, solar, thermal, photovolralc (“PV™), wind, fuel cells using renewable fuels, small hydropower of 30 megawatts
or less, digester gas, landfill gas, ocean wave, ocean thermal and tidal current. Starting in 2003, California began increasing their RPS by
2 percent each year to reach 20 percent by 2010 and‘33 percent by the end of 2020. California aiready has the most aggressive RPS in the
country.

-

The following is a summary overview of the electric Jltility industry and applicable federal and state regulations, and should not be con-
sidered a full statement of the law or all issues pertaining thereto.

We are subject to both federal and state regulation with respect to the production, sale and distribution of electricity. Federal legislation
includes the Federal Power Act (“FPA™), as well as the Public Utility Regulatory Policies Act of 1978 (*PURPA”) and the Energy Policy
Act of 2005 (“EPACT 2005 “), which among other Itlnngs repealed the Public Utility Holding Company Act of 1935 and enacted the
Public Utilicy Holding Company Act of 2005 (“PUHCA 2005”). Our current electric generation projects ate planned to be developed as
“qualifying facilities” (*QFs”) under regulations of the Federal Energy Regulatory Commission (*FERC”) adopted pursuant to PURPA.
PURPA encourages the development of alternative enerpy sources such as geothermal, wind, biomass, solar and cogeneration.

|
PUHCA
Although EPACT 2005 repealed the Public Utility Ho]dmg Company Act of 1935, PUCHA 2005 has granted state regulators and the
FERC broad access to books and records ofnon-excmpt project companies, and provided for FERC review of the allocation of costs for
non-power goods ot services between regulated and unregulated affiliates of such companies. Geothermal project companies can obtain
exemption from these requirements by obraining status as a QF under PURPA.
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PURPA

PURPA provides certain benefits described below, if a project is a QF. Thete are two types of QFs: cogencration facilities and small power
production facilities. A small power production facility is a QF if (i) the facility does not exceed 80 megawazts, (ii) the primary energy
source of the facility is biomass, waste, renewable resources, or any combination thereof, and 75% of the total energy input of the facility
is from these sources; and (jii) the facility has filed with FERC a notice of self-certification of qualifying status, or has filed with FERC an
application for FERC certification of qualifying status, that has been granted.

PURPA exempts QFs from most provisions of the FPA and state laws relating to the financial, organization and rate regulation of eleceric
utilities. In addition, FERC's regulations promulgated under PURPA require that clectric utilities purchase electricity generated by QFs ar
a rate based on the purchasing utility’s incremental cost of purchasing ot producing energy (also known as “avoided cost™}.

Pursuant to EPACT 2005, FERC last year issued a final rule that will subject QFs to FERC rate regulation for sales of energy or capacity
unless such sales are either (i) from QFs 20 MW or smaller in size; (i} pursuant to a contract executed on or before March 17, 2006; or
(iii) pursuant to a state regulatory authority’s implementation of section 210 of PURPA. The practical effect of this final rule is to require
QFs that are larger than 20 MW in size that seck to engage in non-PURPA sales of power {i.c. power that is sold in a manner that is not
pursuant to state implementation of PURPA) 1o obtain market-based rate authority from FERC for these non-PURPA sales,

EPACT 2005 also allows FERC to terminate a utility’s PURPA obligation to purchase energy from a QF upon a finding thar the QF has
nondiscriminatory access to either (i) independently administered, auction-based day ahead and real time wholesale markets for electric
energy and wholesale markets for long-term sales of capacity and electric energy; (ii} transmission and interconnection services provided
by a FERC-approved regional transmission entity and administered under an open-access transmission tariff thar affords nondiscrimina-
tory treatment to all customers, and competitive wholesale markets that provide a meaningful opportunity to sell capacity and energy,
including long and short term sales to buyers other that the utility to which the QF is interconnected; or (iii) wholesale markets for the
sale of capacity and energy that are at a minimum of comparable competitive quality as markets described in (i) and (ii) above. FERC
has recently adopted 2 rule to implement these provisions of the EPACT 2005, This rule establishes a rebuttable presumption that a

QF does have nondiscriminarary access to the relevant wholesale markets and that the utility will have no mandatory obligation if the
following conditions are present: (i) the QF is larger than 20 MW, (ii) any of the three competitive markets described above are pres-
ent, and (ii) the utility has filed an open access transmission tariff pursuant to FERC's open access regulations. The rule also creares a
rebuttable presumption that for QFs larger than 20 MW, if the utility is a member of any of four regional transmission organizations or
independent system operators (Midwest ISO, PJM, ISO-NE, NYISO) or ERCOT, the QF does have nondiscriminatory access to the
relevant wholesale market. The urility in those areas thus will be eligible for relief from the mandatory obligation. While the rule creates
a reburtable presumption regarding nondiscriminatory access across all markers where there is 2 filed open access transmission tariff (or
reciprocity tariff of a non-jurisdictional utility), che rule does not find that any markets meet the statutory criteria at this time, other than
the four listed RTO/ISOs and ERCOT. Further, the rule provides a procedure for utilities to file to obtain relief from the mandatory
purchase obligation on a service territory-wide basis, and establishes procedures for affected QFs 10 seck reinstatement of the purchase
obligation. The proposed rule also creates a rebuttable presumption that a QF with a net capacity no greater than 20 MW does not have
nondiscriminatory access to wholesale market, and the mandarory purchase obligation remains. The proposed rule also protects a QF's
rights under any contract or obligation for the sale of energy in effect or pending approval before the appropriate state regulatory author-
ity or non-regulated electric utility on or before August 8, 2005.

Prior to EPACT 2005, electric utilities or electric utility holding companies could not own more than a 50% equity interest in a QF
EPACT 2005 eliminates the restriction on utility ownership of a QE

We expect thar all the currently planned projects wiil meet all of the criteria required for QFs under PURPA. However, it is possible that
the utilities that purchase power from the projects could successfully obtain an elimination of the mandarory-purchase obligation in their
service territories.

FPA

Pursuant to the FPA, the FERC has exclusive rate-making jurisdiction over wholesale sales of electricity and transmission in interstare
commerce. These rates may be based on a cost of scrvice approach or may be determined on a market basis through competitive bidding
or negotiation. QFs are generally exempt from the FPA. If any of the projects were to lose its QF status, such project could also become
subject to the full scope of the FPA and applicable state regulations. The application of the FPA and other applicable state regulations

to the projects could require operations to comply with an increasingly complex regulatory regime that may be costly and greatly reduce
operational flexibility. Even if a project does not lose QF status, pursuant to a final rule issued by FERC pursuant to EPACT 2005, the
project will become subject to rate regulation under the FPA unless it is 20 MW or smaller, or has a sales contract executed on or before
March 17, 2006 or made pursuant to a state regulatory authority’s implementation of section 210 of PURPA.
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If a project was to become subject to FERC's ratcmakmg jurisdiction under the FPA as a result of loss of QF status and the power pur-
chase agreement remains in effect, the FERC may determine that the rates currently set forch in the power purchase agreement ase not
appropriate and may set rates that are lower than the rates currently charged. In addition, the FERC may require that the project refund
amounts previously paid by the relevant power purchaser to such project. Such events would likely result in a decrease in furure revenues
or in an obligation to disgorge revenues previously received from the project, either of which would have an adverse effect on revenues.
State Regulations I
QFs that make only wholesale sales of electricity are not subject to rate, financial and organizational regulations applicable to electric
utilitics in those states. Qur projects will likely sell their electrical outpurt under power purchase agreements to electric utilities. We expect
the power purchase agreements with those utilities (except certain utilities such as municipalities that arc not regulated by state urility
commissions) will be submitted by the utilities for approval by their respective state public utility commissions.

|

While geothermal power generation operations produce electricity without emissions of cerrain pollutants such as nitrogen oxide, and
with far lower emissions of other pollurants such as carbon dioxide, some projects may emir air pollutants in quantities that are subject to
regulation under applicable environmental air pollution laws. Such operations typically require air permits. Especially critical to geother-
mal operations are those permits and standards applicable to the construction and operation of geothermal wells and brine reinjection
wells. In the United States, injection wells are rcgulatcd under the federal Safe Drinking Water Act Underground Injection Control,
which we refer to as UIC, program. Injection wells typically fall into UIC Class V, one of the least regulated categories, because fluids are
reinjected to enhance utilization of the geothermal resource. Geothermal plants are required to comply with numerous federal, regional,
state and local statutory and regulatory environment! standards and to mainrain numerous environmental permits and governmental

approvals required for their operation. |

Geothermal operations can produce significant quantities of brine and scale, which builds up on metal surfaces in equipment with which
the brine comes into contact. These waste materials, most of which are re-injected into the subsurface, can contain various concentrations
of hazardous materials, including arsenic, lead, and rllaturally occurring radioactive materials. As a result, projects will be subject to nu-
merous domestic and foreign federal, state and local'statutory and regulatory standards relating to the use, storage, fugitive emissions and
disposal of hazardous substances. The cost of any tetnediation activities in connection with a spill or other release of such contaminants

could be significant.

Employees |

As of December 31, 2006, we had 29 full-time cmployees, including 18 in the engineering departments and 11 in the sales, marketing
and administrative departments. Currently, there are no employees under a collective bargaining agreement. We consider our employee
relationships to be positive. |

Additional Information |

Qur internet address is www.rasertech.com . We makc available free of charge on or through the Internet website the annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant
to Section 13(a) or 15(d) of the Securities Exchangel Act of 1934 as soon as reasonably practicable after we electronically file such material

with, or furnish it to, the Securities and Exchange Commission. The public may also read and copy any materials filed with the SEC ar
the SEC’s Public Reference Room at 100 F Strect, NW, Washington, DC 20549.
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ITEM 1A. RISK FACTORS

The following risk factors, among others, could cause our financial performance to differ significantly from the goals, plans, objectives,
intentions and expectations expressed in this report. If any of the following risks and uncertainties or other risks and uncertainties not
currently known to us or not currently considered to be material actually occur, our business, financial condition or operating resules
could be harmed substantially.

We have limited operating experience and revenue, are not currently profitable, expect to continue to incur net losses for the foreseeable
Suture, and may never achieve or maintain profitability. We are likely to need to raise additional capital in the future and if we are unable
to secure adequate funds on terms acceptable to us, we will be unable to support our business requirements, build our business or, poten-
tially be unable to continue as a going concern.

We are a technology licensing company with a limited operating history, and from our inception, we have earned limited revenue from
operations. We have not yet commercially licensed our technologies. Qur early stage of commercialization provides limited historical
information upon which an investor can base an evaluation of our business and prospects, and we have limited insight into how marker
and technology trends may affect our business. The revenue and income potential of our business is unproven and the markets we seek .
to penetrate are very competitive and rapidly evolving. Our business and prospects must be evaluated in light of the risks, expenses,
challenges and uncertainty that we face as an early stage company secking to develop new technology and products in a competitive and
rapidly evolving marker.

Since our inception, we have incurred significant net losses, including a net loss of approximarely $18.5 million for the year ended De-
cember 31, 2006. As a result of ongoing operating losses, we had an accumulated deficit and deficit after re-entry into development stage
of approximately $35.5 million on cumulative revenues of approximately $484,000 as of December 31, 2006. Our losses have resulted
primarily from the extensive research and development and general and administrative expenses associated with our operations. We
expect to incur additional losses for at least the next few quarters. We may be unable to successfully develop new technology or products,
and any technology or any products we develop may not be commercially viable. We expect to incur substantial additional operating
losses as a result of increases in expenses for research and product development, and selling, general and administrative costs. In addition,
we continue to incur significant expenses to comply with our obligations as a public company. We may never achieve proficability. We are
likely 1o need additional funding for our operations and funding may not be available to us on commercially reasonable rerms, or at all.
Our ability to achieve profitability will depend upon many factors, including our ability to:

* develop commercially viable technology by designing and engineering the Symetron™ motor, controller, alternaror, integrated
starter alternator and generator technologies for license on a commercial scale; i

convince our potential custcomers of the benefits of our technology or products;

* establish relationships with motor and power generator manufacturers, automobile manufacturers, producers or consumers of
electricity and other forms of power, the military, government, and other systems integrators for the license ot sale of our tech-
nology or products, if any;

* develop a successful marketing plan relating to the monetization of tax attributes relating to geothermal power production;
* identify and secure productive geothermal sites that will produce energy using licensed geothermal heat cransfer technology;
* manage construction, drilling and operating costs relating to geothermal power preduction;

* avoid infringing and successfully defend any allegations of infringing the intellectual property rights of others;

* defend our intellectual property from infringement by others;

* comply with applicable governmental regulations; and

* hire, train and retain qualified personnel.

As reflected in the accompanying financial statements, as of December 31, 2006, we had cash and cash equivalents on hand of $3.4 mil-
lion and a promissory note receivable, including accrued interest (due on March 1, 2007}, totaling $6.0 million. Cash used in operations
was approximately $7.9 million in the twelve months ended December 31, 2006.

If we are unable to gencrate revenue or raise additional capital when needed, we will be forced 1o reduce expenditures to continue as a
going concern. Raising additional capital could have a dilutive effect on or otherwise affect existing shareholders, as desctibed in more
detail below. Reduction of expenditures could have a negative impact on our business as it may reduce research and development of our
products, sales and marketing activities, and other areas that we believe are essential to our ultimate success.
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‘The amount and timing of our future capical needs depend on many factors, including the timing of our development efforts, opportuni-
ties for strategic transactions, and the successful commercial licensing of our technologies. Given our current business strategy, regardless
of whether the timing of our development and commercialization of licensing our technologies is favorable, we may need to raise addi-
tional capital to further develop and market our Symctron“‘ technology, to develop our power projects, and to continue operations.

If we raise additional capital through the issuance of equity or securities convertible into equity, our shareholders may experience dilution.
Those securities may have rights, preferences or privileges senior to those of the holders of the common stock. For example, in September
2004 we issued Series B Convertible preferred stock which included a 7% dividend and anti-dilution protection to account for certain fu-
ture dilutive issuances, if any. In addition, in April 2005, we issued Series C Convertible preferred stock which included anti-dilution pro-
tection to account for certain future dilutive issuances, if any. If we raise additional capital by incurring indebredness, it could constrict
our liquidity, result in substantial cash outflows, and adversely affect our financial health and ability to obtain financing in the future. Any
such debt would likely contain restrictive covenants that may impair our ability to obrain future additional financing for working capital,
capital expenditures, acquisitions, general corporate or :othcr purposes, and a substantial portion of cash flows, if any, from our operations
may be dedicated to interest payments and debt repayment, thereby reducing the funds available to us for other purposes and could make
us more vulnerable to industry downturns and competitive pressures. Any failure by us to satisfy our obligations with respect to these

potential debr obligations would likely constitute a default under such credit facilities.

Additional financing may not be available to us on favorable terms, if at all. If we are unable to obtain financing, or to obtain financing
with acceptable terms, and to implement our business plan to increase revenues, we may be unable to successfully support our business
requirements and continue as a going concern. |

Our business may be materially adversely affected if we: are unable to successfully utilize the heat-transfer technology license obtained
pursuant to our settlement with Amp Resources, or from other licensors.

In connection with the settlement of a lawsuit we filed against Amp Resources, our subsidiary received a global license (excluding New
Zealand, South Africa, Canada and Australia} for certain of Amp Resource’s heat transfer technologies including geothermal, waste hear
recovery and bottom-cycling applications. We intend li‘o use this license in connection with the development of geothermal power proj-
ects.

Our ability to successfully utilize hear transfer technology to enter into and compete in the geothermal and waste heat recovery electrical
power production market will depend on many factors and is subject to various risks, including but not limired to:

» the future growth of the geothermal and waste heat recovery clectrical power production market;
* the economic and competitive environment ?f the geothermal and waste heat recovery area and the overall power generation
industry; !

1
ol . . . i . . . .
* our ability to obtain strategic partners in the geothermal and waste hear area, including financial partners who would provide
funding for development activities using the licensed technology, and operational partners who would implemenc the licensed
technology at geothermal and waste heat power plants; to date, we have not secured any such pareners;

* the level and quality of oppertunities to develop power generation;

* the value of the patents underlying the geothermal heat transfer technology license obtained from Amp Resources, of which we
can provide no assurance; \

* the possibility that disputes berween Amp Rcsourccs and any third-party licensee or licensor of the technology could affect the
value of our license from Amp Resources;

» our ability to raise sufficient capital to fund gur operations and planned growth, including in the geothermal and waste heat
power generation area; and

s the possibility that restrictions imposed by ti:'nc Amp Resources arrangement will impede us from fully utilizing the licensed tech-
nology. r

If we are unable 1o successfully utilize our heat-transfer technology and we are able to acquire a license for comparable technology, it
could harm our business, prospects, financial conditi?n and results of operation.
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We may be unable to successfully license our intellectual property. If we cannot successfully license our intellectual property, it could impair
our ability 1o generate revenues.

Our current long-term business strategy for our transportation and industrial businesses is based almost entirely upon the licensing of our
Symetron™ technology to electric motor, controller, alternator and generator manufacturers, suppliers and system integrators. We expect
the sales cycle with respect to the license of our technology to be lengthy and there can be no assurance that we will achieve license sales
in the time frames that we expect. If we are unable to successfully license our intellectual property or technology to these businesses or
others, we will be unable to generate revenues under our current business model, and we may be unable to conrinue operating or would
be required to develop a new long-term business strategy.

We are currently focusing on commercializing our technologies in the transportation and industrial markets. We cannot predict the rate
at which market acceptance of our technologies will develop in these markets, if ac all. Additionally, we may focus our product commer-
cialization activities on a particular industry or industries, which may not develop as rapidly as other industries, if at all. The commercial-
ization of our products or the licensing of our intellectual property in an industry or industries thart are not developing as rapidly as other
industries could harm our business, prospects, financial condition and results of operations.

We may enter into strategic transactions that result in significant cost and expense, but do not produce additional revenues.

Our success depends on our ability to execute our business strategy, including licensing our intellectual property to electric motor and
concroller manufacturers, suppliers and system integrators and developing geothermal elecuric power plants Executing our strategy may
involve entering into strategic transactions. In executing these strategic transactions, we may expend significant financial and management
resources and incur other significant costs and expenses. There is no assurance thar the execution of any strategic transactions will result
in additional revenues. Any failure to enter into strategic transactions that lead to additional revenues could harm our business, prospects,
financial condition and results of operations.

We may pursue strategic acquisitions that could have an adverse impact on our business

We may pursue the acquisition of new or complementary businesses or technologies. Acquisitions could result in difficulties assimilating
acquired operations and products, and result in the diversion of capital and management’s attention away from other business issues and
opportunities. Integration of acquited companies may result in problems related to integration of technology and management reams.
We may not successfully integrate acquisitions, personnel or products that we may acquire in the future. If we fail to successfully integrate
acquisitions, our business could be materially harmed. Furthermore, acquisitions of new or complementary businesses or technologies
could also resule in changes to our business or operating model, which may be difficult to execute. In addition, any acquisitions may not
be successful in achieving our desired strategic objectives, which would also cause our business to suffer. Acquisitions can also lead ro large
non-cash charges that can have an adverse effecr on our results of operations as a result of wrire-offs for items such as acquired in-process
research and development, impairment of goodwill or the recording of deferred stock-based compensation.

We may issue company stock as consideration for acquisitions, joint ventures or other strategic transactions, and the use of commeon
stock as purchase consideration will dilute each of our current stockholder’s interest. In addition, we may obtain debt financing in con-
nection with an acquisition. Any such debt financing could involve restrictive covenants relating to capital-raising activities and other
financial and operational macters, which may make it more difficult for us to obrain additional capital and pursue business opportunities,
including potential acquisitions. In addition, such debt financing may impair our ability to obtain future additional financing for work-
ing capital, capital expenditures, acquisitions, general corporate or other purposes, and a substantial portion of cash flows, if any, from
our operations may be dedicated to interest payments and debt repayment, thereby reducing the funds available to us for other purposes
and could make us more vulnerable to industry downturns and competitive pressures.

We may be unable to successfully obtain research and development funding opportunities from military and government programs.

A substantial portion of our revenue to date has come from two government sponsored development contracts. OQur Small Business Inno-
vative Research (*SBIR”) grant was concluded in the third quarter of 2005 resulting in approximately $70,000 of revenue in 2005. Our
FLEXMOD™ technology packaging conrract with Advanced Energy, funded by the Department of Energy, through the State Technolo-
gies Advancement Collaborative (STAC), was completed in the third quarter of 2006 and provided approximately $315,000 in revenue
throughout 2005 and 2006. Our Symetron™ enhanced [SA subcontract with ARINC, funded by the U.S. Army, resulted in revenue
totaling $44,717 during 2006.
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Our near-term strategy for our transportation and industrial technology segment includes reseatch and development funding opportu-
nities from military and government programs. If we c!annot successfully obtain research and development funding from military and
government programs, or meet deadlines imposed under those programs, we may have less funding which could make it more difficult to
sustain our long-term licensing strategy, our stock pricEe could decline and we may be unable to continue operating or would be required
to develop a new near-term business strategy.

The market price for our common stock has experienced significant price and volume volatility in recent periods and is likely to continue
to experience significant volatility in the future. Such volatility may cause investors to experience dramatic declines in our stock price from
time to time, may impair our ability to raise additional capital and may otherwise harm our business.

The closing price of our common stock has fluctuated from a low of $3.60 per share to a high of $22.51 per share during the year ended
December 31, 2006. Our stock price has in the past and is likely in the future to experience significant volatility as a result of numerous
factors, many of which are outside of our control, inclPding, bur not limited to the following:

* changes in matket valuations or earnings of our competitors or other technology companies;

* changes in market perception of our potcntia:l earnings, prospects or value;

* actual or perceived developments in our business or in the markets we seek to penetrate;

* fluctuations in our operating results;

« changes in financial estimates or investment recommendations by securities analysts who follow our business;
* technological advances or introduction of new products by us or our competitors;

* the degrec of matket acceptance of our techn:o[ogy and our ability to license such technology at rates favorable to us;
* the loss of key personnel; }

* the high costs associated with transfer and relocation of new personnel;

* our sale of common stock or other securities'in the future;

* additional dilution that could result from adloptcd employee compensation plans of acquired companies;

* public announcements regarding material dévelopments in our business, including acquisitions or other strategic transactions;

* public announcements regarding material transactions or other developments involving our strategic partners, customers or com-
petitors that are perceived by the market to affect our business prospects;

* intellectual property or litigation dcvclopmc!nts;
* changes in business or regulatory conditions’;

* changes in law ‘

+ drilling condirions incurred i

* trading patterns of holders of our common Stock;
* the trading volume of our common stock;

* short-selling and similar activities with respect to our common stock; and

¢ disruption in the geopolitical environment,lincluding war in the Middle East or elsewhere or acts of terrorism in the United
States or elsewhere. ’

Moreovet, the volatility in our stock price has been e!xaccrbatcd by relatively limited trading velume, which can cause significant price
movements in our stock price to result from even modest volumes of trading activity. As such, our stock price could continue to be
volatile and the market price of our stock may not reflect our intrinsic value. In addition, following periods of volatility in the market
price of a company’s securities, a company can face increased risk that securities litigation or governmental investigations or enforcement
proceedings may be instituted against it. Any such litigation, and investigation or other procedures, regardless of merits, could materi-
ally harm our business and cause our stock price to decline due to potential diversion of management attention and harm to our business
teputation. |
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If we fail to comply with NYSE Arca listing standards and maintain our listing on NYSE Arca, our business could be materially harmed
and our stock price could decline.

In October of 2005 we received approval to list shares of our common stock on ArcaFx and on November 3, 2003, shares of our com-
mon stock began trading on ArcaEx (now NYSE Arca). Pursuant to the Sarbanes-Oxley Act of 2002, national securities exchanges,
including NYSE Arca, have adopted mote stringent listing requirements. Although we have been approved to list shares of common stock
on NYSE Atca, we may not be able to maintain our compliance with all of the listing standards of the NYSE Group, or that we will be
able to maintain our listing with NYSE Arca as a member of the NYSE Group. Any failure by us to maintain our listing on NYSE Arca
could materially harm our business, cause our stock price to decline, and make it more difficult for you to sell your shares.

If we are unable to effectively and efficiently maintain our controls and procedures to avoid deficiencies, there could be a material adverse
effect on our operations or financial results.

As a publicly-traded company, we are subject to the reporting requirements of the Securities Exchange Act of 1934 and the Sarbanes-
Oxley Act of 2002, These requirements may place a strain on our systems and resources. Qur management is required to evaluate the ef-
fectiveness of our internal control over financial reporting as of each year end, and we are required to disclose management’s assessmenc of
the effectiveness of our internal control over financial reporting, including any “material weakness” (within the meaning of Public Com-
pany Accounting oversight Board (“PCAOB”} Auditing Standard No. 2) in our internal control over financial reporting, On an on-going
basis, we are reviewing, documenting and testing our internal control procedures. In order to maintain and improve the effectiveness of
our disclosure controls and procedures and internal control over financial reporting, significant resources and management oversight will
be required.

In connection with the audit of our 2004 financial statements, our management and Audit Committee were notified by our independent
accountants, Tanner LC, of deficiencies thar existed in the design or operation of our internal control over financial reporting that it
considered to be “material weaknesses.” The deficiencies related to internal control and disclosure control over stock-based compensarion,
reporting of equity transactions and certain disclosures in the footnotes to the consolidated financial statements. The deficiency in our
internal control over stock-based compensation and equity transactions related to the failure to properly record issuances of stock, the
failure to timely report certain transactions on Forms 3, 4, or 5, and the failure to properly itemize equity transactions in the statement of
stockholders’ equity. The deficiency in our disclosure controls was related to the stock option disclosures required by Statement of Finan-
cial Accounting Standards (SFAS) No. 148,

The deficiencies were detected in the audir process were appropriately documented and disclosed in our annual report on Form 10-KSB
for 2004. We ook several steps during 2005 to remedy, and subsequently in 2005 and 2006 to improve, our disclosure controls and
our internal controls over financial reporting, however we cannot assure you that the revised controls and procedures will be effective

in remedying all of the identified deficiencies. If we fail to adequately address any deficiencies, it could have a material adverse effect on
our business, results of operations and financial condition. Ultimately, if not corrected, any deficiencies could prevent us from releasing
our financial information and periodic reports in a timely manner, making the required cercifications regarding, and complying with our
other obligations with respect to our consolidated financial statements and internal controls under the Sarbanes-Oxley Act. Any failure
to maintain adequate internal controls over financial reporting and provide accurate financial statements may subject us to litigation and
would cause the trading price of our common stock to decrease substantdially. Inferior controls and procedures could also subject us to a
risk of delisting by a narional exchange and cause investors to lose confidence in our reported financial information, which could have a
negative effect on the trading price of our common stock.

On September 13, 2006, our Audit Committee approved the selection of Hein & Associates LLE to act as our independent registered
public accounting firm for the fiscal year ending December 31, 2006. At the same time, our Audit Committee approved the dismissal

of Tanner LC effective as of September 13, 2006. The Audit Committee’s decision to retain Hein 8¢ Associates, LLP was precipitated by
Tanner LC’s recommendation that we engage an accounting firm with expertise in the power generation industry. Based on discussions
with Hein & Associates LLP and related inquiries regarding Hein & Associates LLPs work wich existing clients, our Audit Commictee
believes that Hein & Associates LLP has such expertise. Hein & Associates LLP conducted their first audit of our financial statements for
the year ended December 31, 2006, and did not identify any material weaknesses in our system of internal conrrol over financial report-
ing in connection with such audit. However, in subsequent audits, it is possible that they may identify material weaknesses of our system
of internal control over financial reporting that would be reported accordingly.
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Our major shareholder and Executive Chairman of tbe Board of Directors, Kraig T. Higginson, has, in the past, used his personal owner-
ship of shares in the Company to benefit the Company without compensation,

Mr. Higginson has in the past provided some of his beneficially owned shares to our employees in lieu of direct employment arrange-
ments between us and the employee. He also pledged his personal holdings in a Share Contribution Agreement in connection with our
Series C Preferred Stock offering in April 2005. Mr. Higginson is under no obligation to pledge his persanal ownership position for our
benefit in the future. The cessation of his actions to sulpport our initiatives with his personal heldings or the perception that this cessation
could occur mighe have a negative effect on our financial perfermance and consequently on the trading price of our common stock.
\

We are deploying new technology and, to date, we htwle not yet commercially licensed our technologies and we may not be able to success-
fully develop other technologies. |

Our Symetron™ technologies are new and commercially unproven. We are still in the early stages of commercializing our technology in
transpottation, industrial and power generation applications. While we have completed some laboratory testing, our technologies have
not yet been durability tested for long-term applications. We can provide no assurance that our technologies will prove suitable for our
target business segments. Our potential product applications require significant and lengthy product development efforts, and to date,

we have not developed any commercially available products. During our producr development process, we may experience rechnologi-

cal issues that we may be unable to overcome. Becausé of these uncerainties, none of our potential technology may be commercially
licensed. If we are not able to successfully license our technology, we wiil be unable to generate revenue or build a sustainable or profitable
business. |

W will need to achieve commercial acceptance of our technology to obtain licensing revenue and achieve profitability.

Although our technology may be proven viable, we may not successfully develop licensing arrangements with potential customers on a
timely basis, if at all. Furthermore, it may be years before our technology is proven viable, if ac all, and even longer before we have licens-
ing arrangements in place. Superior competitive technologles may be introduced or potential customer needs may change resulting in

our technology or products being unsuitable for commercm.hzanon Our revenue growth and achievement of profitability will depend
substantially on our ability to introduce new tcchno[ogy into the marketplace that we are able to successfully commercialize. We may
need to incur additional expense to add to our sales force, engage sales agents or incur other selling expenses to license our technologies or
sell our products. If we are unable to achieve commercial acceptance of our technology at a reasonable cost, our business will be materially
and adversely affected. In addition, although our potential technology achieves commercial acceptance, the size of the potential markets
for our technology may prove to be insufficient to pclrmit us to generate significant revenue or achieve profitability.

Technological advances in our industry could render our technology and products obsolete, which would harm our business.

Our failure to further refine our technology and develop and introduce new products could cause our technology to become obsolete,
which would harm our business. The industries in which we operate are rapidly evolving and competitive. We will need to invest signifi-
cant financial resources in research and developmentjto keep pace with technological advances in the industry and to effectively compete
in the fucure. Our development efforts may be rendered obsolete by the technological advances of others and other technologies may
prove more advantageous than our technology, inclu:ding advances developed internally by our potential customers and partners.

We face competition from companies in multiple industries, as well as from the internal efforss of porential partners and, if we fail to com-
pete effectively, our business will suffer.

I
‘The markets for electric motors, alternators, ISAs and motor controllers are intensely competitive. We believe our potential rechnology
will face significant competition from existing manufacturers, including motor, controller, alternator, and transportation vehicle com-
panies. We may also face significant competition from our future partners. If our potential partners improve or develop technology that
competes directly with our technology,.our business will be harmed. We also face numerous challenges associated with overcoming the
following:

* Qur competitors, as well as our potential partners, may have access to substantially greater financial, engineering, manufacturing
and other resources than we do, which may,enable them to react more effectively to new market opportunities.

* Many of our competitors and potential partners have greater name recognition and market presence than we do, which may al-
low them to market themselves more effectively to new customers or partners.

* Our potential partners may have better access to information regarding their own manufacturing processes, which may enable
them to develop products that can be more easily incorporated into the partners’ products.
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We rely on key personnel and the loss of key personnel or the inability to attract, train, and retain key personnel could have a negative ef-
Jfect on our business.

We believe our future success will depend to a significant extent on the continued service of our executive ofhicers and other key person-
nel. Of particular importance to our continued operations are our executive management and technical staff. We do not have key person
life insurance for any of our executive officers, technical staff or other employees. If we lose the services of one or more of our exccutive
officers or key employees, or if one or more of them decide to join a competitor or otherwise compete directly or indirectly with us, our
business could be harmed. Since December 31, 2005, four officers have resigned; the former President, the former Vice President of Mar-
keting, the former Vice President, General Counsel and Secretary, and the former Chief Financial Officer. As of March 2007, we have
filled the President and Chief Financial Officer positions.

Our future success also depends on our ability to actracr, train, retain and motivate highly skilled technical and sales personnel. Since our
Company has limited resources to attract qualified personnel, we may not be successful in recruiting, training, and retaining personnel in
the future, which would impair our ability to maintain and grow our business.

Our limited cash resources have in the past required us to rely heavily on equity compensation to hire and retain key personnel, and we
expect this to continue in the future, which may result in significant non-cash compensation expenses and dilution to our shareholders.

We may be unable to realize our strategy of utilizing the tax and other incentives available for developing geothermal power projects to
attract strategic alliance partners, which may adversely affect our ability to complete these projects.

A significant part of our business strategy is to utilize the tax and other incentives available to developers of geothermal power generating
plants to artrace strategic alliance partners with the capital sufficient to complete these projects. Many of the incentives available for these
projects are new and highly complex. There can be no assurance that we will be successful in structuring agreements that are attractive to
potential strategic alliance partners. If we are unable to do so, we may be unable to complete the development of our geothermal power
projects and our business could be harmed.

We rely on our intellectual property rights, and any inability to protect these rights could impair our competitive advantage, divert man-
agement attention, require additional development time and resources or cause us to incur substantial expense to enforce our rights, which
could harm our ability to compete and generate revenue.

Our success is dependent upon protecting out proprietary technology. We rely primarily on a combination of copyright, patent, trade
secret and trademark laws, as well as confidentiality procedures and contractual provisions to protect our proprictary rights. These laws,
procedures and provisions provide only limited protection. We have applied for patent protection on most of our key technologies. We
cannot be cerrain that our 13 pending patent applications will result in issued patents or that the claims allowed are or will be sufficiently
broad to protect the inventions derived from our technology or prove to be enforceable in actions against alleged infringers. Also, ad-
ditional patent applications that we may file for our current and future technologies may not be issued. We have also applied for registra-
tion of trademarks which may never be granted registration.

The contractual provisions we rely on to protect our trade secrets and proprietary information, such as our confidentiality and non-
disclosure agreements with our employees, consultants and other third parties, may be breached and our trade secrets and proprictary
information disclosed to the public. Despite precautions that we take, it may be possible for unauthorized third parties to copy aspects
of our technology or products or to obtain and use informartton that we regard as proprietary. In particular, we may provide our licensees
with access to proprietary information underlying our licensed applications which they may improperly appropriate. Additionally, our
competitors may independently design around patents and other proprietary rights we hold.

Policing unauchorized use of our technology may be difficult and some foreign laws do not protect our proprietary rights to the same
extent as United States laws. Litigation may be necessary in the future to enforce our intellectual property rights or determine the validity
and scope of the proprietary rights of athers. Litigation could result in substantial costs and diversion of resources and management arten-
tion resulting in significanc harm to our business. '

If third parties assert thar our technologies or products infringe their intellectual property rights, our reputation and ability to license our
technology or sell any products could be harmed. In addition, these types of claims could be costly to defend and result in our lpss of signifi-
cant intellectual property rights.

We may be subject to infringement claims, whether the claims have merit or not, as the number of preducts and competitors in our

industry grows, and the functionality of products in different industry segments overlaps. If thitd parties assert that our current or future
products infringe their proprietary rights, there could be costs and damages associated with these claims, whether the claims have merit or
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not, which could significantly harm our business. Any'future claims could harm our relationships with any existing customers and may
deter future customers from licensing our products. In addition, in any potential dispute involving our intellectual property, our potential
customers or distributors of our products could also become the target of litigation, which could trigger indemnification obligations in
certain of our license and service agreements and harm our relationships with any such custemers or distributors. Any such claims, with
or without merit, could be time consuming, result in c:ost[y litigation, including costs related to any damages we may owe resulting from
such litigation, cause product shipment or development delays or result in loss of intellectual property rights which would require us to
obtait licenses which may not be available on acccptallalc terms or at all.

We could incur significant expenses if products built wiitb our technology contain defects.

Products such as those built with our technology are subject to product liability lawsuits for any defects that they may contain. Detection
of any significant defects may result in, among other things, loss of, or delay in, market acceptance and sales of our products, diversion of
development resources, injury to our reputation, or increased service and warranty costs. A material product liability claim could signifi-
cantly harm our business, result in unexpected expenses and damage our reputation.

The markets for our technologies are heavily inﬂumccz!l by federal, state and local governmenty regulations and policies.

The progress of our technologies may be dependent on government regulations and policies such as standards for Corporate Average Fuel
Economy (“CAFE’), Renewable Portfolio Standards ( RPS"), the Clean Air Act and Section 435 of the Internal Revenue Code. Any de-
lays in implementing, relaxing or extending these standards or policics, as the case may be, could have a negative impact on the demand
for our products and services. Any new government regulations or policies pertaining to our technologies may result in significant ad-
ditional expenses to us and our potential customers and could cause a significant reduction in demand for our products and technologies
and thereby significantly harm our business. |
Our exploration, development, and operation of geatb?ermal energy resources is subject to geological risks and uncertainties, which may
result in decreased performance, increased costs, or ablandonment of our projects.

|
Our business involves the exploration, development and operation of geothermal energy resources. These activities are subject to uncer-
tainties, which vary among different geothermal reser!voirs and are in some respects similar to those typically associated with oil and gas
exploration, development and exploitation, such as dry holes, uncontrolled releases of pressure and temperature decline, all of which
can increase our operating costs and capital cxpcnditt!lrcs or reduce the efficiency of our power plants. In addition, the high temperature
and high pressure in geothermal energy resources requircs special reservoir management and moniroring, Because geothermal reservoirs
are complex geological structures, we can only cstlmatc their geographic area. The viability of geothermal projects depends on different
factors directly related to the geothermal resource, such as the heat content (the relevant composition of temperature and pressure) of the
geothermal reservoir, the useful life (commercially exploitable life) of the reservoir and operational factors relating to the extraction of
geothermal fluids. Our geothermal energy projects :ﬁay suffer an unexpected decline in the capacity of their respective geothermal wells
and are exposed to a risk of geothermal reservoirs not being sufficient for sustained generation of the electrical power capacity desired over
time. In addition, we may fait to find commercially vmblc geothermal resources in the expected quantities and temperatures, which would
adversely affect our development of geothermal poweér projects.

Another aspect of geothermal operations is the management and stabilization of subsurface impacts caused by fluid injection pressures.
Pressure drawdown in the center of the well field may cause some localized ground subsidence, while pressure in the peripheral arcas may
cause localized ground inflation. Inflation and subsidence, if not controlled, can adversely affect farming operations and other infrastruc-
ture ar or near the land surface.

Additionally, geothermally active areas are subject to|frequent low-level seismic disturbances. Serious seismic disturbances are possible

and could result in damage to equipment or degrade the quality of the geothermal resources to such an excent that we could not perform
under the power purchase agreement for the affected project, which in turn could reduce our net income and materially and adversely af-
fect our business, financial condition, future results :Imd cash flow. If we suffer a serious seismic disturbance, our business interruption and
property damage insurance may not be adequate to Cover all losses sustained as awesult thereof. In addition, insurance coverage may not
continue to be available in the future in amounts adcquatc to insure against such seismic disturbances.

Our geothermal porwer production development actit’zitie.r may not be successful,

Our success in developing a particular geothermal p!rojcct is contingent upon, among other things, locating a viable geothermal site, ne-
gotiation of satisfactory engineering, procurement and construction agreements and power purchase agreements, receipt of required gov-
etnmental permits, obtaining interconnection rlghtsl, obraining transmission service rights, obtaining adequate financing, and the timely
implementation and satisfactory completion of construction. We may be unsuccessful in accomplishing any of these matters or doing
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so on a timely basis. Although we may attemprt to minimize the financial risks attributable to the development of a project by securing a
favorable power purchase agreement, obrtaining all required governmental permits and approvals and arranging adequare financing prior
to the commencement of construction, the development of a power project may require us to incur significant expenses for preliminary
engineering, permitting and legal and other expenses before we can determine whether a project is feasible, economically actractive or
capable of being financed.

Wz may be unable to obtain the financing we need to pursue our growth strategy in the geothermal power production segment, which may
adversely affect our ability to expand our aperations.

*
When we identify a geothermal property that we may seek to acquire or to develop, a substantial capital investment will be required. Our
continued access to capital, through project financing or through a partnership or other arrangements with acceprable terms is necessary
for the success of our growth strategy. Our attempts to secure the necessary capital may not be successful or on favorable terms.
Market conditions and other factors may not permit future project and acquisition financings en terms favorable to us. Qur ability to
arrange for financing on a substantially non-recourse o limited recourse basis, and the costs of such financing, are dependent on numer-
ous factors, including general economic and capital market conditions, credit availability from banks, investor confidence, the continued
success of current projects, the credit quality of the projects being financed, the political situation in the country or state in which the
project is located and the continued existence of rax and securities Jaws which are conducive to raising capital. If we are not able to obrain
financing for our projects on a substantially non-recourse or limited recourse basis, or if we are unable to secure capital through parener-
ship or other arrangements, we may have to finance the projects using recourse capital such as direct equity investmenrs which will have a
dilutive effect on our common stock. Also, in the absence of favorable financing or other capital options, we may decide not to build new
plants or acquire facilities from third parties. Any of these alternatives could have a material adverse effect on our growth prospects and
financial condition.

Our financial performance in the geothermal power production business segment is subject to changes in the legal and regulatory environ-
ment affecting our future projects.

The future geothermal heat recovery projects that we hope to develop will be subject to extensive regulation and, therefore, changes in
applicable laws or regulations, or interpretations of those laws and regulations, could result in increased compliance costs, the need for
additional capital expenditures or the reduction of certain benefits currently available. The structure of federal and state energy regulation
currently is, and may continue to be, subject to challenges, modifications, the imposition of additional regulatory requirements, and re-
structuring proposals. We may not be able to obtain all regulatory approvals that may be required in the future, or any necessary modifi-
cations 1o existing regulatory approvals, or maintain all required regulatory approvals. In addition, the cost of operation and maintenance
and the operating performance of geothermal power plants may be adversely affected by changes in certain laws and regulations, includ-
ing rax laws.

The federal government also encourages production of electricity from geothermal resources through certain tax subsidies. We are permit-
ted to claim in our consolidated federal tax returns either an investment tax credit for approximarely 10% of the cost of each new geo-
thermal power plant or “production rax credits” of 1.9 cents (plus an inflation factor) per kilowatt hour for the first ten years of electricity
output. Currently production tax credits can only be claimed on new plants put into service berween October 23, 2004 and Decem-

ber 31, 2008. We are also permitted to deduct most of the cost of the power plant as “depreciation” over five years on an accelerated basis.
The fact that the deductions are accelerated means that more of the cost is deducted in the first few years than during the remainder of
the depreciarion period. In addition, we have the ability to transfer the value of these tax incentives when we are not in a position to use
them directly. For instance, investment credits can be transferred through lease financing, and production tax credits may be transferred
by bringing in another company that can use them as a partner in the project.

President Bush has made it a central theme of his second term to simplify the U.S. tax code. Among the options that may be under
consideration are replacing or supplementing the corporate income tax with a value-added-tax, stripping away many tax subsidies, and
eliminating taxes on interest, dividends and other returns to capital. Significant tax reform has the potential to have a material effect on
our business, financial condition, future results and cash flow. It could reduce or eliminate the value that geothermal companies receive
from the current tax subsidies. Any restrictions or tightening of the rules for lease or partnership transactions, whethet or not part of
major tax reform, could also materially affect our business, financial condition, future results and cash flow.

Any such changes could significantly increase the regulatory-related compliance and other expenses incurred by the projects which, in
turn, could materially and adversely affect our business, financial condition, future results and cash flow.
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The costs of compliance with environmental laws and cigf obtaining and maintaining environmental permits and governmental approvals
required for construction and/or operation, may increase in the future and could materially and adversely affect our business, financial
condition, future results and cash flow; any non-compliance with such laws or regulations may result in the imposition of liabilities which
could materially and adversely affect our business, ﬁmzlncial condition, future results and cash flow.

Our projects will be required to comply with numerous federal, regional, state and local statutory and regulatory environmental standards
and to maintain numerous environmental permits and governmental approvais required for construction and/or operation. Environmen-

tal permits and governmental approvals typically contain conditions and restrictions, including restrictions or limits on emissions and dis-
charges of pollutants and contaminants, or may have limited terms. If we fail 1o satisfy these conditions or comply with these restrictions,
or with any statutory or regulatory environmental staridards, we may become subject o regularory enforcement action and the operation

of the projects could be adversely affected or be subject to fines, penalties or additional costs.

We could be exposed to significant liability for violations of hazardous substances laws because of the use or presence of such substances.

Our projects will be subject to numerous federal, regional, state and local statutory and regulatory standards relating to the use, storage
and disposal of hazardous substances. We may use industrial lubricants and other substances at our projects that could be classified as
hazardous substances. If any hazardous substances are found to have been released into the environment at or near the projects, we could
become liable for the investigation and removal of thobe substances, regardless of their source and time of release. If we fail to comply
with these laws, ordinances or regulations (or any charllge thereto}, we could be subject to civil or criminal liability, the imposition of liens
or fines, and large expenditures to bring the projects into compliance. Furthermore, we can be held liable for the cleanup of releases of
hazardous substances at other locations where we arranged for disposal of those substances, even if we did not cause the release ar that
location. The cost of any remediation activities in connection with a spill or other release of such substances could be significant.

The large number of shares eligible for public sale could cause our stock price to decline.

The marker price of our common stock could decline asa result of the resale of shares of common stock that were previously restricred
under Rule 144. If our officers, directors or employees sell shares for tax, estate planning, portfolio management or other purposes, such
sales could be viewed negatively by investors and put downward pressure on our stock price. Approximately 19.4 million shares were free
of restrictive legend as of December 31, 2006, up from approximately 3.8 million and 11.5 million ac the end of 2004 and 2005, respec-
tively. The occurtence of such sales, or the perception ‘that such sales could occur, may cause our stock price to decline.

Our reported financial results may be adversely aﬁi'cte.::i by changes in generally accepted accounting principles.

Generally accepred accounting principles in the Unite%i States are subject to interpretation by the Financial Accounting Standards Board,
or FASB, the American Institute of Certified Public Accountants, the SEC, and various bodies formed to promulgate and interpret ap-
propriate accounting principles. A change in these principles or interpretations could have a significant effect on our financial results. For
example, prior to January 1, 2006, we were not required to record stock-based compensation charges if the employee's stock option exer-
cise price was equal to or exceeded the deemed fair value of the underlying security at the date of grant. However, beginning January 1,
2006 we are required to record the fair value of stock options as an expense in accordance with recent accounting pronouncements.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.
i

|
ITEM 2. DESCRIPTION OF PROPERTY.
We lease our corporate office located at 5152 North Eidgcwood Drive, Suite 375, Provo. The corporate office has approximarely 7,600
square feet of office space with monthly rent of appro:hmately $13,600 per month. The lease expires on August 31, 2011. On June 1,
2006, we also expanded our testing facility in Utah County Utah from 6,000 to 12,000 square feet and monthly rental payments in-
creased from approximately $2,700 to $6,050 per month. The testing facility lease expires on June 1, 2009. We expect that these leases
will be renewed or that alternative spaces will be obtained. The facilities are in well maintained and in good condition.
On December, 22, 2006, our subsidiary, Raser Power-'Sysrems, LLC entered into a geothermal lease agreement with Truckee River
Ranch, LLC (“Truckee”). Under the lease agreement, we obtained the right to begin development and construction of geothermal power
plants on three ranches owned by Truckee in Nevada, Ic:onsisting of approximately 11,600 acres, and to pursue such projects on an ad-
ditional 3.0 million acres of land in which Truckee may have geothermal rights. The initial lease term is 50 years, subject to extension for
5o long as we are actively pursuing or generating resources from the leased lands.
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As part of consideration for the lease, we agreed to pay Truckee approximarely $35,000 per year in rent beginning in year two which con-
tinues throughout the lease term as an advance against royalties, and cerrain royalties on the sale of any geothermal resources produced
from the leased lands. To date, the properties are still in the exploratory phase and have had limited evaluation for viability, generating
capacity, or porential reserves. According to the geothermal lease agreement, we, at our sole discretion, may sutrender portion of the land,
all or any that we do not intend to urilize, thereby reducing our rent obligation.

On January 17, 2007, our subsidiary, Raser-Power Systems, LLC entered into a geothermal lease agreement. Under the lease agreement,
we obtained the right to begin development and construction of geothermal power plants on the property located in Nevada, consisting
of approximately 635 acres. The initial lease term is 50 years, subject to extension for another 50 years as long as we are actively pursu-
ing or generating resources from the leased land. As consideration, we agreed to compensate the lessor with an up-front payment in cash,
restricted shares of Raser common stock, ongoing rental payments, and royalties on the sale of any geothermal power generated from the

land.

On February 28, 2007, our subsidiary, Raser-Power Systems, LLC entered into two geothermal lease agreements with parties relared o
one another. Under the lease agreements, we obtained the right to develop and construct geothermal power plants on the properties lo-
cated in Nevada, consisting of approximately 155 privately owned acres and 240 acres identified in the Nevada State Office of the United
States Department of Interior Bureau of Land Management (“BLM”), respectively. Both lease terms are 50 years, subject to extension

for another 50 years so long as we are actively pursuing or generating resources from the leased lands. As considerartion, we agreed to
compensate the lessor with an up-front payment in cash of $5,000, restricted shares of our common stock, ongoing rental payments, and
royalties on the sale of any geothermal power generated from the land.

ITEM 3. LEGAL PROCEEDINGS.

We have applied to the United States Patent and Trademark Office for federal trademark registration of our name, RASER, in connection
with 2 number of goods and services including, among other things, electric motors for machines. In connection with our application no.
78/339,071, Razor USA LLC has initiated an opposition proceeding (“Opposition”) before the administrative body the Trademark Trial
and Appeals Board (“TTAB"). 'The Company believes thar the Opposition is without merit. Because the TTAB cannot award money
damages, the Opposition does not present us with a presendy existing material loss contingency.

Raser is not subject of any other legal proceedings and we are unaware of any proceedings presently contemplated against Raser by any
federal, stare or local government agency.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

There were no matters submitted to voters during the fourth quarter of the year ended December 31, 2006.

Directors and Executive Officers
The following table sets forth the name, age and position of each of our directors and executive officers and the period during which each
has served in that capaciry. There are no family relationships between any of our directors and executive officers.

Name Posicion Age Director Since
Kraig T. Higginson Execurive Chairman of the Board of Directors 52 2003
Brent M. Cook Chief Executive Officer, Director 46 2004
Lee A. Daniels Director 50 2004
James A, Herickhoft Director 64 2005
Reynold Roeder Director 48 2005
Barry Markowitz Director 65 2005
Alan Perriton Director 60 2005
Patrick ]. Schwartz President 52

Martin E Petersen™ Chief Financial Officer 46

Timothy D. Fehr Chief Technology Ofhicer, Senior V.P. 65

**Mr. Petersen began employment as Chief Financial Officer on January 8, 2007.
Kraig T. Higginson. Mr. Higginson has served as Chairman of the Board of Directors since October 2003. He has also served as the

Company’s President from October 2003 to March 2004 and as the Company’s Chief Executive Ofhicer from March 2004 to January
2005. Mr. Higginson founded American Telemedia Network, Inc., a publicly-traded cotporation thar developed a nationwide sarellite

27




|
[
b

network of data and audio-visual programming. He served as President and Chief Executive Officer of Telemedia Network from 1984
through 1988. From 1988 through 2002, Mr. ngglnmn worked as a business consultant through Lighthouse Associates, an entity he
controls. !

|
Brent M. Cook. Mr. Cook has served as a director of Raser since October 2004 and as Raser’s Chief Executive Officer since January 2005.
Mr. Cook has served as President of Headwaters, lnc.-:-—a billien dollar listed energy and energy technology company (Nasdaq: HDWR).
From 1996 to 2002, Mr. Cook served in various positions at Headwater, including Chief Executive Officer, President, and Chairman of
the Board of Directors. Prior to his joining Headwaters, Mr. Cook was Director of Strategic Accounts, Utah Operations, at PacifiCorp,
which operates as a local electric utility in seven western states.

i
Lee A. Daniels. Mr. Daniels has served as a director of:' Raser since May 2004. Mr. Daniels currently is the Chief Executive Officer and
Managing Partner of Daniels Capital, LLC., an investment company that makes private equity investments and provides securitized debt
financings. Mr. Daniels is also the Chief Executive Officer of Telecom 5, a Urah based Telecommunications Company and a Professor of
International Business at Brigham Young University. Mr. Daniels served as the President of Newbridge Capital, Japan. Prior 1o joining
Newbridge, Mr. Daniels was President and Representative Director of Jupiter Teleccommunications Co., Ltd. He was the President and
Chief Executive Officer of AT&T Japan Ltd. from 1994 to 1998 and concurrently served as the Chairman of JENS, cne of the first
Internet Service Providers in fapan. He has served on humerous boards in Japan and the U.S. and currently is a member of the Board of
Directors of Raser, Pro Image, and Telecom 5. ‘

James A. Herickhoff. Mr. Herickhoff has served as a director of Raser since March 2005. Mr. Herickhoff is the President and Chief Ex-
ecutive Officer of American Tale Company, which operates one of the largest talc mines in the United States. Mr. Herickhoff has served
as a Director of Headwaters Inc. since August 1997 and was elected Vice Chairman of Headwaters in April 1999. From 1987 to 1994,
he served as President of Alantic Richfield Company’s Thunder Basin Coal Company. He previously served as President of Mountain
Coal Company, managing all of ARCO’s underground mining and preparation plants. He is the past President of the Wyoming Mining
Association and a former Board member of the Colorado and Utah Mining Associations. Mr. Herickhoff received a Bachelor of Science
degree in 1964 from St. John's University, a Master of Science degree in 1966 from St. Cloud State University and attended Kellogg
Executive Management Institure at Northwestern University in 1986,

Reynold Roeder. Mr. Roeder has served as a Director (IJf the Company since October 2005 and serves on the Audit Committee (Chair-
man). He is currently Chief Executive Officer and Co-Owner of LECTRIX, LLC, with offices in Calgary, Alberta, and Portland, Oregon.
LECTRIX is developing merchant electrical transmission projects throughout North America. Mr. Roeder is also the Managing Director,
Energy of United Fund Advisors LLC, an investment|bank specializing in New Market Tax Credit and tax-advantaged energy transac-
tions, From 1981 1o 1990, he held various positions thh Deloitte & Touche and held CPA certifications in the states of Oregon, New
York and California. Mr. Roeder left public accountmg to join PacifiCorp Financial Services, Inc. in 1990, and held various officer posi-
tions including Assistant Controller, Controller and Vice President. While there, he had responsibility for compliance and SEC reporting.

Barry Markowitz. Mr. Markowitz has served as a director of the Company since November 2005 and serves on the Audit, Nominat-

ing and Governance, and Compensation committecs. He is the recently retired president of DTE Energy Services, a sister company to
Detroit Edison and a subsidiary of DTE Energy. Mr. Markowu:z has successfully acquired and integrated several businesses and executed
major transactions with firms such as General Motors, DaimlerChrysler, Ford, Duke Energy, Kimberly Clark and US Steel while at DTE
Energy Services. Prior to his position at DTE, Mr. Markowitz was a vice president for the Bechtel Group of Companies, focusing on
power industry engineering and construction.

Alan Perriton. Mr. Perriton has served as a director of the Company since January 2006. Mr. Perriton spent over 34 years with General
Motors in various management roles including cxccutlvc management assignments in the United States and Asia. Most recently, he was
Executive in Charge of Strategic Alliances and New Business Development for General Motors Asia Pacific. He held several key procure-
ment management positions within General Motors. In addition, he was named Advisor Materials Management for GM’s Toyota joint
venture, New United Motor Manufacturing Inc. (NUMMI). He subsequently became part of the initial team to create the newly formed
Saturn division of General Motors in 1985, and hc]d'rcsponmblllty as President of General Motors Korea from 1996 through 2001.

Mr. Perriton currently serves on the Brigham Young Umvcr51ry Marriott School of Management National Advisory Council and is a
member of the U.S. / Korea business Advisory Council.

Patrick J. Schwartz. Mr. Schwartz has served as President of Raser since June 2006. Prior to joining Raser, Mr. Schwartz co-founded and
was the Chief Operating Officer and member of the Board of Directors, from 2004 to 2006, of Evolution Academy of Utah, LLC,, a
for-profit organization specializing in rehabilitation and education of “at-tisk” youth. From 2003 to 2004 Mr. Schwartz served as Chief
Operating Officer for Quadex Pharmaceuticals, LLC, a privately-held pharmaceutical company that developed and markets VIROXYN
tm — a product marketed to kill the Herpes virus. Frolm 1999 to 2002, Mr. Schwartz took a three-year sabbatical to serve as a Mission
President for the Church of Jesus Christ of Lartcr—dajlr Saints. After completing his sabbatical as Mission President, Mr. Schwartz con-
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sulted for various companies until 2003. Prior to 1999, Mr. Schwartz served as an executive with the Huntsman Corporation, where he was
employed for approximately 25 years. Responsibilitics included executive leadership of the global “Styrenics” business during 1998, acting
Managing Direcror of the Huntsman Southeast Asian joint-venture during 1997 and Managing Director responsible for European Opera-
tions from 1990 to 1996.

Martin F. Petersen. Mr. Petersen has served as Chief Financial Officer of the Company since January 8, 2007. Prior to joining the Company
he was the Chief Financial Officer of The Event Source, a government contractor in Iraq, Found, Inc., a venture-backed software company,
and TenFold Corporation, a publicly traded enterprise software development company. He also served as Vice President and Treasurer of
Huntsman Corporation, a multi-billion dollar global chemical company. Prior to Huntsman, he was a Vice President in the Investment
Banking Division of Merrill Lynch & Co. He has an MBA degree from the University of Chicago, and a BA degree from Brigham Young
Universiry. ‘

Timothy D. Fehr. Mr. Fehr has served as Senior Vice President and Chief Technology Officer of Raser since March 2004, During more than
30 years with the Boeing Co. and more than 18 years as business unit vice president, Mr. Fehr directed the development, manufacture and
deployment of numerous engincering, mechanical, hydraulic and electrical systerns for both commercial and military applications. Mr. Fehr
holds undergraduate and graduate degrees in electrical engineering. He also holds an M.S. degree as a Sloan Fellow from the Massachusetts
Institure of Technology.

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCK-
HOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES .

Market Information.

Our common stock was quoted on the OTC Bulletin Board of the National Association of Securities Dealers, Inc. (the “NASD”) under the
symbol “RSTG”, until November 3, 2005. Currently, Raser is listed on the NYSE Arca exchange under the trading symbol of “RZ”.

Below are the high and low closing sales prices for Raser common stock for each quarter of 2006 and 2005. Closing prices were obrtained
from the Nasdaq trading system for the peried January 1, 2004 through November 2, 2005. Beginning November 3, 2005, closing prices
were obtained from the ArcaFx, now “NYSE Arca”.

Fiscal 2005 Low High
Quarter ended March 31, 2005 $15.20 $32.20
Quarter ended June 30, 2005 16.20 38.81
Quarter ended September 30, 2005 12.10 20.85
Quarter ended December 31, 2005 8.10 16.40
Fiscal 2006 Low High
Quarter ended March 31, 2006 $13.10 $22.51
Quarter ended June 30, 2006 7.00 19.55
Quarter ended September 30, 2006 3.60 10.15
Quarter ended December 31, 2006 3.79 6.80

These quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission and may not represent actual transactions.
On March 19, 2007, the closing price for Raser common stock was $4.94 per share.

Holders.
As of December 31, 2006 there were approximately 347 holders of record of our common stock. This does not include an indeterminare
number of sharcholders who may hold their shares through a broker-dealer in “street name.”

Dividends.

We have never declared or paid any cash dividends with respect to our common stock. We currently anticipate thar we will retain all future
earnings for the operation and expansion of our business and do not intend to declare dividends in the foreseeable future. There are no
material restrictions limiting, or that are likely to limit, our ability to pay dividends on our common stock.
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In 2005, the Company paid a cash dividend totaling $7 536 to its Series B convertible preferred stockholders. All remaining outstanding
shares of our Series B Convertible preferred stock were ' converted into shares of common stock during the first quarter of 2005, thereby
concluding our dividend obligation related to Series B |prcferrcd stock.

Securities Authorized For Issuance under Eqmty Compensation Plans.
The information required by this item regarding equ1ry compensation plans is incorporated by reference 1o the information set forth in
Part I11, Item 11 of this Annual Report on Form 10-K:

Recent Sales of Unregistered Securities.

During 2006, we sold 6,000 shares of our common stock to Richard McLoone, a Series B warrant holder, pursuant to the exercise of
outstanding warrants. The sales consisted of the sale of 1,000 shares on each of January 20, 2006, February 6, 2006, March 6, 2006 and
April 19, 2006, and the sale of 2,000 shares on May 2, 2006. We received the exercise price of the warrants, which was $8.55 per share,
or an aggregate of $51,300 for the sale of these shares.| The warrants were originally issued to Mr. McLoone in 2004, in connection with
the sale of shares of our Series B Convertible Preferred Stock.

On January 3, 2006, we issued 1,000 shares of our common stock to iStockDaily, Inc., a consulting company doing business under the
name of Investors Stock Daily. These shares were issued as partial payment of a consulting fee payable by us to Investors Stock Daily. The
value of these shares based on the closing price of cur common stock on the date of issuance was $14,520.

On April 12, 2006, we issued 2,500 shares of our common stock to Danny Sullivan. Mr. Sullivan performed services for us during 2006
as an independent contractor. The value of these shares based on the closing price of our common stock on the date of issuance was

$45,700.

On November 1, 2006, we issued 300,000 shares of our common stock to MSD Capital for financing services, merger and acquisition
services and assistance in obtaining our geothermal heat transfer license. For accounting purposes, the stock was valued as of September 2,
2006, the date the services were completed. We recognized a non-cash general and administrative expense of $1,341,000 in connection
with this issuance. ‘The value of these shares based on the closing price of our common stock on the date of issuance was $1,815,000.

On December 22, 2006, we issued 25,000 shares of our common stock to Truckee River Ranch, LLC in connection with 2 geothermal
lease agreement between us and Truckee. The 25,000 :shares represented part of the initial consideration we agreed to pay Truckee pursu-
ant to the lease. The value of these shares based on thé closing price of our common stock on the date of issuance was $115,250.

We believe that the offer and sale of the shares of common stock described above were exempt from the registration requirements of the
Securities Act pursuant to Section 4(2) under the Securities Act and Rule 506 of Regulation D under the Securities Act.

ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected consolidater financial data for the years ended December 31, 2006, 2005, 2004 and 2003,

We have derived the selected consolidated financial ddra for the years ended and as of December 31, 2006 and 2005 from our audited
consolidared financial statements set forth in Part II Item 8 of this annual report. We have derived the selected consolidated financial data
for the years ended December 31, 2004 and 2003 fro:m our audited consolidated financial statements not included herein.

The information set forth below should be read in coéljunction with Part IT Item 7 — “Management’s Discussion and Analysis of Finan-
cial Condition and Results of Operations” and our consolidated financial statements set forth in Part IT Item 8 of this annual report.

I October 28, 2002

Year Ended Year Ended Year Ended Year Ended (Date of Inception
December 31, December 31, December 31, December 31, of LLC) to Decem-
! 2006 2005 2004 2003 ber 31, 2002

Revenue S $122,732 $331,735 $30,000 $— $—
Operating Loss I (19,259,166) (9,543,579) (6,791,011) (1,156,143) (348,200}
Net Loss Applicable to Common Stockholders 4 (18,438,936) (14,609,056) (11,282,781) (2,048,735) (348,200)
Net Loss per Common Share (basic and fully diluzed) I (0.36) (0.29) (0.24) (0.05) (0.01})
Total Assets | 11,405,447 19,564,651 2,996,554 299,874 22,537
Total Stockholders Equity (Members Deficit) I $10,710,201 $19,194,512 $2,961,557 $203,328 $44,776)

Raser was formed on July 18, 2003 and organized unidcr the laws of the State of Utah as a successor to Raser Technologies, LLC, a Urih
limited liability company, formed on October 28, 2002 On October 14, 2003, we became publicly-traded through a reverse merger with
Wasatch Web Advisors, Inc. |

|
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

‘The following management’s discussion and analysis of financial condition and results of operations should be read in conjunction with
our consolidated financial statements and relared notes included elsewhete in this repore. This discussion contains forward-looking state-
ments based on current expectations that involve risks and uncertainties, such as our plans, objectives, expectations and intentions, as set
forth under “Special Note Regarding Forward-Looking Statements.” Qur actual results and the timing of events could differ materially
from those anticipated in these forward-looking statements as a result of various factors, including those set forth in Part T Item 1A and
elsewhere in this report.

Overview

Raser Technologies, Inc., a Utah corporation (“Raser”, the “Company”, “we” or “our”) is a technology licensing and development
company. We operate in two business segments, Transportation and Industrial Technology, and Power Systems. The Transportation and
Industrial Technology segment focuses on improving the efficiency and power density of electric motors, generators and their associ-

ated power electronic drives and controls. This technology is known as Symetron™ technology. The Power Systems segment is seeking to
develop new geothermal electric power generating plants and bottom-cycling operations that generate electric power from the waste heat
of existing power plants and industrial facilities, incorporating licensed heat-transfer technology and our Symetron™ technology. Raser
was formed on July 18, 2003 and organized under the laws of the State of Utah as a successor 1o Raser Technologies, LLC, a Utah limired
liability company formed on October 28, 2002, On October 28, 2003, the Company became 2 publicly-traded company through a
reverse merger with Wasacch Web Advisors, Inc.

We have developed several innovations in electric motors and their associated electronic drives and controllers that allow for increased
torque, power and efficiency. The electromagnetic machine and power electronic drive technology is trademarked under the name “Sym-
etron™", The technologies can be applied to industrial AC induction motors, and drives, permanent magnet motors, automotive alterna-
tors and integrated starter alternators (“ISA’s"}, for use in industrial and transportation applications, hybrid-electric and electric vehicle
propulsion systems, and other applicarions where the efficiency of electricity-to-motion or motion-to-electricity power conversions can be
improved. We believe that Symetron™ technologies can also be applied to electric power generation applications.

In 2006, we acquired a non-exclusive license for certain patents, patents pending, and technical information relating to certain heat-trans-
fer technologies, including geothermal, waste hear recovery and bottom-cycling applications. We believe that a combination of these and
other technologies, our management’s significant expericnce in developing power projects; the geothermal properties and resources we
have secured and the various incentives the U.S. government has established for alternative energy applications, provide us'with an attrac-
tive opportunity for establishing a significant geothermal power and waste heat recovery business.

Consistent with our limited operating history, we have generated very limited revenues from operations and have not yer commercially li-
censed our transportation and industrial technologies. We are in an early stage of development and there is limited historical information
upon which an evaluation can be made regarding our business and prospects. We also have limited insight into how market and technol-
ogy trends may affect our future business. The tevenue and income potential of both our operating segments is unproven and the markerts
in which we expect to compete are very competitive and rapidly evolving. Our business and prospects should be considered in light of the
risks, expenses, cash requirements, challenges and uncerrainties that exist in an eatly stage company seeking 1o develop new technologies
and products in competitive and rapidly evolving markets.

Trends and Uncertainties

Transportation Market

We continue marketing our Symetron™ enhanced alternator design to component manufacturers. We are secking to enter licensing dis-
cussions with one or more customers during 2007, We have limited experience with licensing our technologies, however, and our ability
to increase licensing revenues is uncertain.

Qur P-50 [SA is designed for a commercial automobile, and we believe it can be scaled up to suit truck and construction equipment sized
applications. We have begun work on a scaled up P-100 ISA and hybrid propulsion moror, designed for larger vehicles.

We have continued work on a larger ISA under our Cooperative Research and Development Agreement ("CRADA”) with the Army on
the first task of a multi-year development proposal to create an AC Induction based ISA for a Military Humvee Hybrid Vehicle. Together
with ARINC Incorporated, (“ARINC”), we have submitted a proposal to the United States Army ("ARMY™} for the follow-on rasks
under this development proposal. The Army has selected us for a subcontract award and we have successfully completed the first payment
milestone. We expect to continue to successfully complete all milestones within the subcontracted time; however, unforeseen events may
result in delays in completing the subcontract.
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We signed an agreement to provide design and engineering services to a wholly owned subsidiary of a publicly traded, Singapore-
based engineering company. We expect to provide technical, engineering and design support for the development and manufacture of
a switched reluctance (“SR”) motor and drive. The agréement provides for royalty payments on a sliding scale based on sales of up to
500,000 units as SR motors utilizing our designs are sold. We do not expect marerial revenue from this contract and, due to product
development and deployment schedules, no revenue mlay be recognized for a year or more. We have entered into an agreement with a
subcontractor to provide services 1o the Singapore company for a development fee, and if the project is successful, we expect to receive
royalty payments. However, it is uncertain whether we 'will receive any royalty payments from this contract.

Industrial Markes |

We completed testing of our FLEXMOD™ flexible, modular controller design with Advanced Energy under their contract with the De-
partment of Energy during the quarter ended Scptcmbcr 30, 2006. Results obtained from dynamometer testing demonstrated efficiency
gains of up to 10% could be obtained by applying Syn}ctron“‘ concepts to variable speed motors over a wide range of load condirions for
motors varying from SHP to SO0HP. Although the test results are encouraging, the tests were conducted in a laboratory environment and
we can give no assurance that similar efficiency gains wlfill be achieved in commercial applications.

An independent final report quantifying the benefit poltcntial of the technology was issued by Advanced Energy, Washington State
University and the Department of Energy. Based upon the results indicated in the report, we will begin the development process to create
appropriate electronic motor control software for commercialization of the documented efficiency improvement phenomenon in 2007.

Power Generation Market |

We are positioning ourselves to be one of the primary developers of geothermal and industrial waste heat power in the U.S. We intend 1o
leverage our technology platform and developer skills to establish tax credit sharing payment streams from incentives available to renew-
able energy providers. We believe we are well positioned for entry into this market.

Initially, we are considering three potential application's for our recently acquired heat transfer technology:

¢ Geothermal Power — Geothermal power pla.m:s use underground steam or hot water from wells drilled deep into the earth. The
steam or hot water is piped up from the well to drive a conventional steam turbine directly or through the use of a working fuid,
which powers an clectric generator. Typlmlly, the extracted hot fluid is returned to the ground 1o recharge the reservoir.

* Power Plant Bottom-Cycling — Most power plants utilizing conventional technologies generate excess heat that is not used to
generate electricity. For example, approximately 35%—40% of the heat value of coal is typically transformed into electricity. The
rest of the heat is [ost in the process, but has the potential to be partially recovered through bottom cycling to generate additional
electricity. The ability to bottom-cycle power, plants affords the opportunity to generate additional electricity and take advantage
of existing power generation and transmission infrastructure at a low incremental cost.

* Industrial Waste Heat Bottom-Cycling — Many industries generate waste heat that can be harvested to produce electricity
through application of this heat transfer tcchnology This power is then used to help operate thar industrial facility, reducing its
power costs. _ |

In the United States, we expect to benefit from the in;crcasing demand for renewable energy as a result of favorable legislation adopted by
several states, Renewable Portfolio Standards (“RPS”) adopted by these states require that an increasing percentage of electricity supplied
by utilities be derived from renewable energy sources. 1A change in legislation could reverse the current demand for renewable energy

production.

The viability of the geothermal resources depends upon such factors as the heat content in the geothermal reservoir, useful life of the
reservoir, and operation factors relating to the cxtracnon of geothermal fluids. Such factors, together with the possibility that we may fail
to secure commercially viable geothermal resources in the fuure, represent significant uncertainties in connection with our operations.
The federal government encourages production of electricity from geothermal resources through certain tax subsidies. We are permitted
to claim in our consolidated federal tax returns either an investment tax credic for approximately 10% of the cost of each new geothermal
power plant or “production tax credits” of 1.9 cents (plus an inflation factor) a kilowatt hour on the first ten years of electricity ourpur.
Currently, production tax credits can only be claimed on new plants put into service between October 23, 2004 and December 31, 2008.
We belicve that congress will continue to extend the production tax credits into the future. However, there can be no assurances thar this
will occur. Elimination of the production tax credic would significantly impair our ability to monetize and finance the construction of
geothermal power plants. |

r
We are also permitted to deduct most of the cost of the power plant as “depreciation” over five years on an accelerated basis. The facr that
the deducrions are accelerated means that more of th:c cost is deducted in the first few years than during the remainder of the depreciation

period. '
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We have the ability to transfer the value of these tax incentives when we are not in a position to use them directly. For instance, deprecia-
tion benefits can be transferred through lease financing, and production tax credits may be transferred by bringing in another company
who can use them as a partner in the project.

Sources of revenue

To date, our primary source of revenue has been from research and development subcontracts, administered through contractors with
certain government agencies, in which we perform engineering design, development and testing activities to demonstrate that our tech-
nologies in specific applications are viable. In 2007, we expect to continue generating modest revenues from research and development
contracts and subcontracts awarded by both governmenc agencies and private companies, primarily in the United States, as we continue
developing our technologies for commercial applications.

Wee anticipate additional revenues will be generated from transportation and industrial technology licenses and related royalty agreements,
although we have not yet commercially licensed our technologies. We are offering our technology license, primarily in the United States,
through our direct sales force as well as through selected sales agents familiar with rotating electromagnetic technology and specific indus-
tries. Once our technologies have become commercialized, we intend to market our technology licenses to companies in North America,
Asia and Europe.

Licenses of our rotating electromagnetic technology to potential customers will typically result from the entry of the potential customer
into our Test Demonstration Program. Our Test Demonstration Program involves four phases described as follows: (1) Phase I Paper Test
— an initial indication of engineered value to the customer which is provided through our computer modeling capabilities; (2) Phase 11
Install Test — a customer-specific demonstration of the Symetron™ advanced motor technology into a motor of the customer’s choosing;
(3) Phase I1I System Test — an application-specific installation of our technology into the customer’s product; and (4) Phase IV License

- an agreement whereby the customer will acquire specified rights to manufacture or use the Symetron™ advanced motor technology.
Our intent is to continue developing relationships with current and potential customers and accelerate their progress through the Test
Demonstration Program during 2007. As a result, we do not have an cstablished revenue stream and our revenues to date have not been
significant.

We obtained the right to begin development and construction of geothermal power plants on three ranches in Nevada, consisting of
approximately 11,600 acres, and to pursue such projects on 3.0 million additional acres of land in which the three ranches may have geo-
thermal rights. We believe that as we develop these and other properties, revenue will be generated through various means. Primarily, we
believe that the license of our geothermal heat transfer technology will typically involve an alliance partner with specific power generation
interests, or a financial parener with specific interests in the favorable tax attributes available to renewable energy producers. We expect
that after receiving the necessary permits and upon successfully placing each geothermal power plant in operation, we will generate ad-
ditional revenue streams derived from specified royalty agreements. Although we have had discussions with prospective power generation
partners, none of these discussions has yet resulted in a license or investment. Development of properties to implement the technology
will likely take a year or more and specific projects ot portions of a project may be sold prior to commissioning,

We may also clect to utilize our hear transfer technology license through either purchasing and operating an existing geothermal power
plant or drilling, constructing and operating our own geothermal power plant. In chese cases, revenue will be generated primarily from
the sale of electricity from the power plants to electric utilities pursuant to long-term power purchase agreements. Such revenue is subject
to scasonal variations based upon electricity usage of the end-users. To date, the properties are still in the exploratory phase and have had
limited evaluation for viability, generating capacity, ot potential reserves. '

Significant Expenses

Transportation and Industrial

Since inception, we have incurred significant costs to develop our technologies and to build brand recognition for the transportation

and industrial markets. However, we have not yet commercially licensed our technologies. The principal expenses directly attributable to
research and development are enginecring salaries, equity based compensation, certain consulting contracts, operating costs of our testing
facility, and purchases of motors and parts for testing. Direct costs attributable to a contract or subcontract are included in costs of sales.
Selling and administrative costs primarily consist of administrative salaries, equity based compensation to employees and non-employees,
certain administrative consultants, legal and audit fees, and operating costs of our corporate headquarrers.
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Power Systems |
We expect the principal expenses related to developing geothermal power plants, including costs for property acquisition, exploration,
drilling, construction and operation will either be financed by an alliance partner or incurred by Raser. Expenses include salaries, equity
based compensation, costs relating to third-party services, lease rentals and royalty payments, depletion and amortization for successfully
implemented power plants, and other equipment and construction costs as deemed necessary to advance projects to completion. Lease
acquisition costs, lease bonuses, certain legal fees, dnllmg costs, and construction costs are capitalized until the project is abandoned and
| written off.
|

: Geothermal heat transfer license royalties and other geothermal lease payments will be included in the costs of sales when the plant is
placed into service. '

Laosses since inception

We have incurred significant losses since our inception. As of December 31, 2006, we had incurred an accumulated deficit and deficit ac-
cumulated after re-entry into the development stage of approximately $35.5 million on cumulative revenues of approximately $484,000.
Our net losses before preferred stock dividends for the' year ended December 31, 2006, 2005 and 2004 totaled $18.5 million, $8.9 mii-
lion and $7.0 million, respectively. l

During the twelve months ended December 31, 2006|the monthly cash expenditure rate for operations increased to $0.7 million per
month from approximately $0.5 million per month in the twelve months ended December 31, 2005. The higher spending rate reflects
both preparation for the proposed Amp Resources acqhisition and increased employment levels. We may make more investments and
pursue alliances that could increase our rate of cash outlay in the future.

|
As a company heavily involved in research and development and without an established revenue stream, we have made use of equity-
based compensation in several instances to conserve cash. The year ended December 31, 2006 included non-cash equiry-based com-
pensation expenses to employees and service contractors of approximately $10.6 million. Of the equity-based employze compensarion,
approximately $6.0 million is related to stock grants to employees, approximately $1.4 million for stock grants to service providers,
and approximately $3.1 million is associated with theissuance of stack options to our employees. The year ending December 31, 2005
included non-cash equiry-based compensation expenses to employees of approximately $2.7 million and non-cash equity-based compen-
sation of approximately $0.6 million for contracted services. We settled two employment arrangements with two former employees by
agreeing to issue 187,500 and 33,333 shares of commfon stock from April through December of 2006 and from January through Seprem-
ber 2007, respectively. Approximately $4.1 million of non-cash equity expense was recognized in the twelve months ended December 31,
2006 related 1o these settlements.

Qur limited operating history makes the prediction of future operating results difficult. We believe that period-to-period comparisons of
operating results should not be relied upon to prcd:ct future performance. Our ability to become profitable must be considered in light of
the risks, expenses and difficulties encountered by compa.mes at an early stage of development, particularly companies in rapidly evolving
markets.

Dividends related to convertible preferred stock

As a result of the warrants granted in connection Wl..tl':l our sale of Series C convertible preferred stock, the redemption feature associated

| with the Series C convertible preferred stock and the Ibc.:nc:ﬁcial conversion feature inherent in the conversion rights and preferences of
Series C convertible preferred stock, the Company recognized a deemed dividend of $5,668,704 in the second quarter of 2005. This
deemed dividend was calculated based on the conversion price compared to the market price, the value of the warrants and the value of
the redemption feature on the date of issuance of the|preferred shares.

As a result of the warrants granted in connection witlll our sale of Series B convertible preferred stock and the beneficial conversion feature
inherent in the conversion rights and preferences of Scrlcs B convertible preferred stock, the Company recognized a deemed dividend of
$4,240,500 in 2004. This deemed dividend was calculated based on the conversion price compared to the market price on the dates of
issuance of the preferred shares. |

We paid cash dividends of $7,536 and $66,206 in 2005 and 2004 respectively to the Series B convertible preferred shareholders. All
remaining outstanding shares of our Series B convernblc preferred stock were converted inte shares of common stock during the first
quarter of 2005, thereby concluding our dividend obllganon related to Series B preferred stock.

Critical accounting policies and estimates

Our significant accounting policies are more fully described in Note 1 of our audited consolidated financial statements set forth in Part 1
item 8 of this annual report. However, certain of our accounting policies are particularly important to the understanding of our financial
position and results of operations. The application of these policies requires management to use significant judgment to determine the
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appropriate assumptions to be used in making certain estimates about the effects of matters that are inherently uncercain when reporting
financial results, Such estimates are based upon management's historical experience, the terms of existing contracts, management obser-
vance of trends in the transportation, industrial and power production industries, information provided by our customers and informa-
tion available to management from other outside sources, as appropriate. Such policies and estimation procedures have been reviewed
with our Audit Commirtee. We describe specific risks related to these critical accounting policies below.

Regarding all of these policies, we caution that future results rarely develop exactly as forecast, and che best estimates routinely require
adjustment. Qur critical accounting policies include the following;

* Revenue recognition

+ Allowance for uncollectible accounts

* Valuation allowance against deferred income taxes

* Impairment of long-lived assets (tangible and intangible)
* Stock based compensation

* Business combinations

Revenue Recognition. Revenue is recognized when earned in accordance with applicable accounting standards and guidance, including
Staff Accounting Bulletin or SAB, No. 104, Revenue Recognition, as amended. Although we have earned limited revenues since incep-
tion, we expect to earn revenue in the future through various sources. The primary sources of anticipated revenue are: royalty and other
fees from geothermal power generation or from transportation and industrial applications, fees for the license of rechnology, operating
revenue from geothermal power plant operations, contracted and subcontracted engineering services for governmental agencies, and fees
for engineering services.

Recognition of royalty revenue from geothermal power generation will accur as soon as the production quantity on which the payment is
to be based is known. We anticipate that geothermal royalty revenue will be generally set at a prescribed dollar amount per kilowatt hour
on a percentage of electric tevenue and tax credits earned by the licensee. Recurring license fees or royalty payments will be recognized in
the period when earned, which coincides with the sale of electricity by our licensees, provided standard revenue recognition criteria such
as amounts being “fixed or determinable” are met.

Recognition of license fee revenue will occur when a signed agreement exists with the customer, the price is fixed or determinable, we
have delivered the license to the customer, collection of the license fee is reasonably assured, and we have no ongoing or future service
obligation. If the license agreement requires us to provide services in connection with the license over a period of time, the license fee
revenue will be recognized ratably over the contractual period.

Recognition of revenue related to contracted and subcontracted engineering services for governmental agencies with specific performance
criteria occurs when the customer agrees that the specific performance criteria have been met. Costs incurred to achieve the performance
criteria are deferred and recognized concurrent with the recognition of revenue unless they are determined to be unrecoverable. For
contracts in which the fee is estimated to equal 100% of the cost to complete the contract, we recognize revenue as the cost is incurred to
complete the project using zero as our estimate of profit under the percentage-of-completion method.

Recognition of revenue related to engineering services will depend on whether the revenue is contingent on deliverables required by the
agreement. If the fee is non-refundable, we have no specific milestones to meet, and there are no required performance criteria, we recog-
nize the revenue as the cost is incurred to complete the project on the percentage-of-completion basis. For agteements with specific mile-
stones that must be mer before payment becomes due, we recognize the revenue at the completion of each milestone on the percentage of
completion basis. Costs incurred to achieve the milestones are deferred until the recognition of the related revenue unless such costs are
determined not to be recoverable. In the period when estimated costs exceed projected revenues, we recognize a loss on the contract.
Recognition of royalty revenue will occur when the production quantiry on which the payment is to be based is incurred.

Allowance for Uncollectible Accounts. Contractual rights to future payments associated with trade accounts receivable and notes receivable
are evaluated to determine the likelihood of collecting amounts due. The evaluation includes a review of available financial information
related to the debrors’ ability to pay, historical payment pattern, security positions, government regulations, most recent communications
and an assessment of current economic conditions in determining the net realizable value of our receivables. We also review our allowance
for uncollectible accounts in aggregate for adequacy following this assessment.

Impairment of long-lived assets (tangible and intangible). Equipment is recorded at cost and depreciated on a straight-line basis over
estimated useful lives of the assets, ranging from three to seven years. Leasehold improvements are recorded at cost and depreciated over
the remaining life of the lease.
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Costs of internally developing, mainraining or restoring patents and trademarks that are specifically identifiable and have determinate
lives are capitalized. The costs of patents are amortized on a straight-line basis over the estimated useful life or 20 years from the date of
the first filing. The costs of trademarks are not amortized because their useful lives are indefinite.

Costs incurred to acquire our global heat transfer tcch;nology license have been capiralized and amortized on a straight-line basis over the
estimated useful life of the related patents underlying Iand accompanying the license, or 11.5 years.

Costs incurred to acquire unproved geothermal propetties are capitalized and not amortized until reserves are discovered. Once reserves
are discovered, the property is classified as a “proved property” and capitalized costs are amortized. Exploration costs including costs of
carrying and retaining undeveloped properties, such as delay rentals, certain taxes on the properties, legal costs for title defense, and the
maintenance of land and lease records are expensed when incurred. Assuming they cannot be used as reinjection in wells, unsuccessful
exploration or dry hole wells on unproved properties are expensed in the petiod in which the wells are determined to be dry. Dry hole
wells on proved property are capitalized and amortized. We are currently assessing which generally accepted accounting principle method
to use for depletion.

Wee assess recoverability of our patents by determining whether the amortization of the balance over its remaining life can be recovered
through undiscounted future operating cash flows. The amount of impairment, if any, is measured based on projected discounted future
operating cash flows using a discount rate which reflects our average cost of funds.

We have experienced a challenge to our intellectual trademark by Razor USA LLC. We belicve that the opposition filed before the Trade-
mark Trial and Appeals Board is without merit. We will vigorously defend the trademark and will capitalize the amount spent in defense
of the trademark rights as long as a successful outcome is reasonably anticipated. A negative ourcome would result in impairment of the
trademark which would be written off and expensed accordmgl)r

We periodically review equipment, intangible assets and unproved geothermal properties for impairment. Abandoned or permanently
impaired assets are written off and expensed in the period when the impairment occurs.

Valuation Allowance Against Deferred Income Taxes. chfcrrcd ineome tax assets and liabilities are recorded when there is a difference
between the financial reporting and tax treatment of financial transactions. We recorded a valuation allowance to offset the entire net
deferred tax asset as of December 31, 2006, 2005 and 2004, respectively. The valuation allowance was recorded due to the losses incurred
and the uncertainties regarding the future taxable income and recoverability of such deferred tax assets. We continually evaluate the esti-
mated recoverability of deferred tax assets.

Stock Based Compensation. Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123R,
“Share-Based Payment” (SFAS No. 123R). Under the revised standard, companics may no longer account for share-based compensation
transactions, such as stock options, restricted stock, and potential payments under programs such as the Company’s Amended and Re-
stated 2004 Long-Term Incentive Plan using the intr[insic value method as defined in APB Opinion No. 25, “Accounting for Stack Issued
to Employees” (APB 25). Instead, companies are required to account for such equity transactions using an approach in which the fair
value of an award is estimated at the date of grant and recognized as an expense over the requisite service period. Compensation expense
is adjusted for equity awards that do not vest because service or performance conditions are not satisfied. However, compensation expense
already recognized is not adjusted if marker condmons are not met, such as stock options which expire “out-of-the-money”, or options
which expire unexercised. The new standard was adoptcd using the modified prospective method and beginning with the first quarter of
2006, the Company reflects compensation expense in accordance with SFAS 123R’s transition provision. Under the modified prospective
method, the effect of the standard is recognized in the period of adoption and in future periods. Prior periods have not been restated to
reflect the impact of adopting the new standard.

Stock options and warrants granted to non-employees for services are accounted for in accordance with SFAS No. 123R and Emerging
Issues Task Force, (EITF 96-18) “Accounting for equity instruments that are issued to other than employees for acquiring, or in conjunc-
tion with selling, goods, or services” which require expense recognition based on the fair value of the options and warrants granted. We
calculate the fair value of options and warrants granted by using the Black-Scholes option pricing model as of cither the grant date or
performance completion date, as applicable. |
We have issued shares of common stock to certain employees as payment for setvices and have entered into agreements to issue stock over
a specified vesting period. We have also issued shares|of common stock to non-employees as payment for services and have entered into
agreements to issuc stock cither when a performance condition has been completed or based upon a specified vesting period. Stock issued
for services, to both employees and non-employees, is valued based on the fair value on cither the granc date or the performance comple-
tion date as required by SFAS No. 123R and EITF 916-18 and is recognized over the requisite service period.
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Business Combinations. The proposed acquisition of Amp Resources did not close, and consequently all of the expenses associated with
the negotiation, document preparation, due diligence and other acquisition related activities were expensed.

Upon concluding our settlement agreement with Amp Resources on September 2, 2006, we received a license to use cerrain heat transfer
technologies. While there were no direct payments to obtain this license, approximately $0.1 million of external expenses associated with

reaching the settlement during the third quarter of 2006 were capitalized as the intangible cost of obtaining the license.

Successful Efforts Method of Accounting for Geothermal Energy Activities. Consistent with the Securities and Exchange Commission
(“SEC”) financial accounting and reporting standards prescribed in Regulation S-X for companies engaged in the Oil and Gas produc-
ing activities, industry standards financial and reporting standards for companies engaged in geothermal power generation prescribe

two method of accountings: the successful efforts method and the full cost method. The Company accounts for its geothermal proper-
ties using the successful efforts method of accounting. Under this method, lease acquisition costs including lease bonuses, legal costs,
permit costs, and the fair value of other forms of compensation to acquire the lease are capicalized as unproved property when incurred.
Exploration costs including costs of carrying and retaining undeveloped properties, such as delay rencals, certain taxes on the properties,
legal costs for title defense, and the maintenance of land and lease records are expensed when incurred. Once reserves are discovered, the
property is classified as a “proved property” and capitalized costs are amortized. Management is currently assessing which generally ac-
cepted accounting principle method to use for depletion. Assuming they cannot be used as reinjection in wells, unsuccessful exploration
or dry hole wells on unproved properties are expensed in the period in which the wells are determined to be dry. Dry hole wells on proved

property are capitalized and amorrized.

Results of Operations

The following table sets forth our results of operations for the years ended December 31, 2006, 2005 and 2004:

2006 2005 2004
Revenue $122,732 $331,735 $30,000
Operating expense

Cost of Sales 438,278 481,946 —

General and administrative . 15,050,080 7,331,318 5,186,470

Research and development 3,893,540 2,062,050 1,634,541

Total operating expenses 19,381,898 9,875,314 6,821,011

Loss from Operations (19,259,166) (9,543,579) (6,791,011)

Interest (expense) —_ —_ (203,500)

Interest income 874,831 574,972 18,436

Gain on mark-to-market of detivative instruments — 37.117 —

Loss on the sale of securities (8,512) (1,326} —

Series B warrant registration costs {96,089) — —

Loss before income taxes (18,488,936} (8,932,816) {6,976,075)

Income tax benefic — — —

Net loss (18,488,936) (8,932,816) {6,976,075)

Preferred stock dividends — (7,536) (66,206)
Deemed dividend related ro warrants issued with preferred stock

and beneficial conversion feature on preferred stock —_ {5,668,704) (4,240,500)

Net loss applicable to common stockholders $(18,488,936) $(14,609,056) $(11,282,781)

Loss per common share-basic and diluted $(0.36) $(0.29} $(0.24)

Weighted average common shares-basic and diluted 50,745,000 49,882,000 47,365,000
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Comparison of Years Ended December 31, 2006 and 2005

Revenue

During the year ended December 31, 2006, we recognized revenue totaling $0.1 million. Revenue decreased from the prior year asa
result of completing our contract with Advanced Enerlgy and entering into a new conrract. This contract allows for reimbursement of a
percentage of our incurred costs, and was accounted for on a percent completion basis. We recognized revenue totaling $0.3 million for
the year ended December 31, 2005 from a combination of sources, including our contract with Advanced Energy, our Small Business
Innovative Research Grant with the U.S. Army, and vlé.rious other contracts.

Operating expenses ]

Cost af sales. We reported cost of sales for the years ended December 31, 2006 and 2005 rotaling $0.4 million and $0.5 mxlhon, re-
spectively. Cost of sales includes the direct labor, matena]s and overhead expenses required to perform the work on our subcontracts
with Advanced Energy and the U.S. Army. The decrease from the priot year is primarily related to completion of the Advanced Energy
subcontract in 2006.

|
General and administrative, General and administrative expenses include expenses related to our marketing, sales, accounting, legal,
investor relations, human resources, and other adminisrrative functions. Since power production segment operating costs are immaterial
to separately disclose on the face of the financial statements, non-capitalized costs primarily relating to exploration are included in general
and administrative expenses. Any expenses previously deferred as part of an anticipated business combination were expensed when the
expected successful completion of the agreement was no longer likely to occur.

General and administrative expense increased from approximately $7.3 million for the year ended December 31, 2005 to approximately
$15.1 million for the year ended December 31, 2006. The years ended December 31, 2006 and 2005 included equity-based non-cash
employee compensation expense of approximately $7.7 million and $2.2 million, respectively. Equity-based non-cash service provider
compensation increased by approximately $0.8 million from the same year-ago period due to granting shares of common stock o a -
service provider in connection with performing ﬁnaﬂctal services, merger and acquisition services and obtaining our geothermal heat
transfer technology license. Other employment related costs increased by approximately $0.5 million from the year-ago period reflect-
ing higher salaries and emnployment levels. Professional service expenses also increased by approximately $0.7 million in the year ended
December 31, 2006 compared to the prior year periold.

Research and development. A significant portion of our expenditures are research and development oriented. All research and develop-
ment expenditures are being recognized and expensed in the period in which they occur. Total engineering expenses are split between cost
of sales, and research and development based on the !‘:ngincering time and expenses by project and the material expense incurred during
the quarter. I

Research and Development expense increased from $2.1 million in the year ended December 31, 2005 to $3.9 million for the year ended
December 31, 2006. Equity based employee compcr{sation increased by approximately $1.0 million from the year ended December 31,
2005 to the current year period reflecting the cxpensmg of options and new equity grants to attract key employees. Cash based employee
compensation increased by approximately $1.0 m:lhpn from the year ended December 31, 2005 to the current year period reflecting
both a higher number of employees and salary lcvcls The portion of engineering expenses that could be attributed to cost of sales was
lower in the year ended December 31, 2006 than thc comparable 2005 period by approximately $0.2 million primarily due to the timing
between subcontracts. |

Interest and other income. Interest income for the yc'ar ended December 31, 2006 increased approximately $0.3 million over the prior
year reflecting higher commercial interest rates and the 10% interest rate earned on the note payable by Amp Resources to us. Interest in-
come inciudes approximately $0.4 million relared ro  the note receivable from Amp Resources during the year ended December 31, 2006.
Series B warrant registration costs during the year eqded December 31, 2006 increased $0.1 million over the prior year primarily due to
our failure to maintain a continuously effective registration for the common shares issuable upon exercise of the Series B warrants.

|
Comparison of Years Ended December 31, 2005 and 2004

Revenue '

Our total revenue increased from $30,000 for the yc%ar ended December 31, 2004 to approximately $0.3 million for the year ended De-
cember 31, 2005. Revenue from customers in 2004 primarily a result of engineering services provided in a program to demonstrate our
technology in a specific application.
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Operating expenses

Cost of sales. Cost of sales consists primarily of salaries, benefits and related costs of engineering personnel and direcr costs associated
with meeting customer obligations. We reported cost of sales of approximately $0.5 million in 2005, We reported no cost of sales in the
comparable 2004 period. Our cost of sales expense reflects expenses required to perform the work on our contracts with the US Army
and Advanced Energy.

General and administrative. General and administrative expense consists primarily of salaries, equity-based compensation, benefits and
related costs of administrative personnel, tradeshow and other marketing activities. General and administrative expense increased from
approximately $5.2 million for the year ended December 31, 2004 to approximately $7.3 million for the year ended December 31, 2005.
The increase reflected approximately $0.9 million of expense related to a contemplated acquisition, and approximately $0.7 million in
higher payroll expenses due to increases in staffing levels. Non-cash expense related to equity-based employee compensation decreased by
approximately $0.7 million and equity-based contractor expenses decreased by approximately $0.4 million. The 2005 period included a
non-cash equity based charge of approximately $0.7 million to settle an ownership and employment dispute. Insurance expenses in-
creased by approximately $0.3 million from 2004 to 2005. Other administrative expenses associated with public reporting, trade shows
and general expenses related to higher employment levels increased by approximately $0.6 million.

Research and development. Research and development expense consists primarily of salaries, benefits and related costs of engineering,
product strategy and quality assurance personnel. Research and development expenses increased from approximately $1.6 million for the
year ended December 31, 2004 to approximately $2.1 million for the year ended December 31, 2005. The increase was primarily due to
increases in staffing levels and compensation levels of approximately $0.6 million, partially offset by a reduction in non-cash equity based
employee compensation of approximately $0.3 million. Purchased material expenses for preparation of test demonstration vehicles and
new product prototype development increased by approximately $0.2 million.

Stock-based compensation. We recorded stock-based compensation expense relating to stock grants to employees of approximarely $3.0
million in 2004 and approximately $2.1 million in 2005. Approximately $1.6 million of the 2005 amount was recorded as general and
administrative expense and approximately $0.5 million was recorded as research and development expense. Approximately $2.3 million
of the 2004 amount was recorded as general and administrative expense and approximately $0.7 million was recorded as research and
development expense. The 2005 period included a non-cash equity based charge of approximately $0.7 million related to che accelerarion
of stock option vesting to settle an ownership and employment dispute. We also recorded approximarely $0.6 million in 2005 and $1.0
million in 2004 as general and administrative expense related to common stock and stock options issued to consultants for services.

Interest expense
We recorded no interest expense in 2005. Interest expense for 2004 consisted primarily of a beneficial conversion feature expense of $0.2
million associated with the issuance of convertible notes payable.

Interest income

We recorded approximately $0.6 million of interest income in 2005 from investment of cash balances in short term financial instruments
and money market mutual funds. Interest income in 2004 was approximately $20,000. The increase in 2005 was due to a significant |
increase in our cash balances as a result of financing activities.

Gain on mark-to-market of derivative instruments

During the year ended December 31, 2005, we recorded a non-cash mark-to-market gain of approximately $37,000 on the reclassifica-
tion of an embedded derivative instrument in our Series C convertible preferred stock financing from a liability to equity in 2005. The
embedded derivative related to the redemption feature of the Series C convertible preferred stock was initially recorded as a liability and
corresponding discount to the Series C convertible preferred stock at its fair value of approximately $37,000. The fair value was deter-
mined using the Black-Scholes valuation model. The discount to the Series C convertible preferred stock was immediately accreted as a
deemed dividend, resulting in 2 decrease to additional paid-in capital, because the Series C convertible preferred stock was immediarely
converrtible and did not have a stated life. Upon the conversion of the Series C convertible preferred stock to commen stock, the fair value
of the redemption feature embedded derivative was determined to be $0. Therefore, the change in the value of the redemption feature
embedded derivative of approximately $37,000 was recorded as a gain in the consolidated statement of operations.

Dividends related to convertible preferred stock

As a result of the warrants granted in connection with the sale of Series C convertible preferred stock, the redemption feature and the
beneficial conversion feature inherent in the conversion rights and preferences of Series C convertible preferred stock, we recognized a
deemed dividend of $5,668,704 in 2005. This deemed dividend was calculated based on the conversion price compared to the market
price, the terms of the warrants and the circumstances under which a redemption could have occurred as of the date of issuance of the
preferred shares.

39




As a result of the warrants granted in connection with the sale of Series B convertible preferred stock and the beneficial conversion feature
inherent in the conversion rights and preferences of Seéries B convertible preferred stock, we tecognized a deemed dividend of $4,240,500
in 2004. This deemed dividend was calculated based oin the conversion price compared to the market price on the dates of issuance of
the preferred shares. In addition, we paid cash dividends of $7,536 in 2005 and $66,206 in 2004 to the holders of Series B convertible
preferred stock. |

Liquidity and Capital Resources |

Cash and Cash Equivalents | 2006 ‘ 2005 2004
|
]

Cash $157,746 $613,901 $2,665,486
Money Market Account . 3,193,822 16,843,616 —
Total . $3,351,568 $17,457,517 $2,665,486

Since inception, we have funded our operations primarily through the sale of equity instruments and borrowings. In June of 2004, we
issued $0.2 million of debt in the form of a bridge loan which was subsequently converted into 100,000 shares of common stock. In the
third quarter of 2004, we issued 4,240.5 shares of Series B preferred stock through a private offering for net proceeds of approximately
$3.9 million. These shares of Series B preferred stock \!vere subsequently converted into 1,211,561 shares of common stock. In the second
quarter of 2005, we issued 20,000 shares of Scries C prcfcrrcd stock through a private offering for net proceeds of approximately $18.4
million. These shares of Series C preferred stock were subsequently converted into 1,051,919 shares of common stock.

I
At December 31, 2006 we had approximately $3.4 mllllon in cash and cash equivalents. Our operating activities used approximately $7.9
million, $4.5 million and approximacely $2.8 million of cash during the years ended December 31, 2006, 2005 and 2004, respectively.

Cash consumed by operating activities for the year ended December 31, 2006 consisted primarily of a net loss of approximately $18.5
million, adjusted for approximately $10.6 million of stock based compensation and stock issued for services. Withholding taxes of ap-
proximately $1.0 million related to a net share issuance were paid in the second quarter of 2006 in connection a net share grant to a for-
mer employee. Expenditures of approximately $0.8 million in 2006 were related to our unsuccessful acquisition, and were consequently
reflected as an investing activity rather than an operating activity. Other current assets increased by approximately $0.5 million in 2006,
reflecting an increase in prepaid insurance and interest receivable. Accounts payable and accrued liabilicies increased $0.2 million in 2006
due to the timing of payments for certain professional services contracts.

L

Cash consumed by operating activities in 2005 consisted primarily of net loss of approximately $8.9 million, adjusted for approximately
$2.7 million of stock-based compensation and approx:imately $0.6 mitlion of stock and stock options issued for services. Net cash
consumed by operating activities in 2004 consisted primarily of the net loss of approximately $7.0 million, adjusted for approximately
$3.0 million of stock-based compensation, approximately $1.1 million of stock issued for services and 2 $0.2 million non-cash beneficial
conversion feature on the issuance of debt.

As a research and development company, we have incurred substantial losses since inception and we are not operating at cash breakeven.
Our continuation as a going concern is dependent on efforts 1o raise additional capital, increase revenues, reduce expenses, and ultimately
achieve profitable operations. If substantial losses continue, or if we are unable to raise sufficient, additional capital at reasonable terms,
liquidity concerns may require us to curtail operations, liquidate or sell assets or pursue other actions that could adversely affect future
operations. i

Investing Activities. We purchase investments in marketable debt securities as a means of temporarily investing the proceeds from financ-
ings until the funds are needed for operating purposes Due 1o the nature of these investments, we consider it reasonable to expect that
their fair market values will not be significantly 1mpactcd by a change in interest rates, and that they can be liquidated for cash at short
notice. Our investments are intended to establish a hlgh quality portfolio that preserves principal, meets liquidity needs, avoids inappro-
priate concentrations and delivers an appropriate yield in relationship to our investment guidelines and market conditions. Concentration
of credi risk is normally managed by diversifying investments among a variety of high credit-quality issuers. However, cash in our money
market account is currently invested with AIM Funds earning 5.28 percent interest and totaled $3.2 million at December 31, 2006. Cash
from our checking account is swept nightly into a variable rate interest bearing account earning 4.60 percent per annum and totaled $0.2
million at December 31, 2006.

Investing activities consumed approximately $6.5 million in the year ended December 31, 2006, reflecting loans made under a promis-
sory note receivable from Amp Resources of approximately $5.5 million, offset by the sale of short-term investments of approximarely
$0.5 million. Expenditures of approximately $0.8 million in the year ended December 31, 2006 were related to our unsuccessful acquisi-
tion, and were consequently reflected as an investing :!u:nvnty rather than an operating activity. Additionally, we spent approximately $0.7
million on equipment and fees relating to filings for patents, trademarks, and the acquisition of a heat transfer technology license.

40




Investing activities consumed approximately $2.6 million during 2005. Expenditures of approximately $1.0 million in 2005 were related
to our unsuccessful acquisition, and were consequently reflected as an investing activity rather than an operating activiry. We invested
$0.5 million in a low risk short-term instrument and purchased a certificate of deposit to secure our employee credit card facility for ap-
proximately $0.4 million during the year ended December 31, 2005. Capital expenditures totaled approximately $0.6 million in che year
ended December 31, 2005.

Investing activities during the year ended December 31, 2004 consumed approximately $0.2 million relating to purchases of equipment
and fees for filing patents and trademarks.

Financing Activities. Financing activities provided approximately $0.3 million, $21.9 million and $5.5 million of cash in the year ended
December 31, 2006, 2005 and 2004, respectively. Financing activity in 2006 provided approximately $0.3 million from the exercises

of common stock options and warrants. Financing activity in 2005 consisted of approximately $18.4 million in net proceeds from our
Series C convertible preferred financing, approximately $3.0 million from the exercise of common stock warrants and $0.5 million from
the exercise of employee stock options. During 2004, we received approximately $3.9 million of net proceeds from the issuance of Series
B preferred stock, $0.2 million from a convertible note payable and approximately $1.4 million from the sale of common stock.

As of December 31, 2006, we had stockholders’ equiry of approximately $10.8 million and approximately $3.4 million in cash and

cash equivalents. We believe that our current cash on hand, together with cash provided by the promissory note receivable collected on
March 19, 2007, and cash anticipated to be provided by customer sales will be sufficient to satisfy our anticipated cash requirements for
normal operations and capital expenditures through December 31, 2007. Additionally, to strengthen our financial position, we intend
to seck additional capital by raising funds in an equity financing. This equity financing is expected to help us to; begin geothermal well
field development activities, if needed; provide flexibility in negotiating customer agreements; provide adequare working capital and cash
teserves; and consider strategic acquisitions and alliances.

Off-Balance Sheet Arrangements

As of December 31, 2006, we had the following off-balance sheet artangements as defined by item 303(a)(4)(1I) of SEC Regulation S-K.
On September 2, 2006, we entered into a License and Sublicense Agreement for heat-transfer technologies through a wholly owned sub-
sidiary of Raser, “Raser — Power Systems, LLC”. We also entered into a guaranty on behalf of the subsidiary to irrevocably and uncondi-
tionally guarantee full and prompt payment and performance of all the subsidiary obligations under the License and Sublicense Agree-
ment. The guaranty will remain in full force and effect until satisfaction in full of all the subsidiary’s obligations under the License and
Sublicense Agreement and is binding on any successors, and inures to the benefit of any third party successor or assignees. The maximum
potential amount of future payments under this guarantee cannot be estimated, but payment obligations will be limited to a fraction of
expected cash flows from developed projects that utilize the heat transfer license.

On December 22, 2006, we entered into a geothermal lease agreement through our subsidiary, Raser-Power Systems, LLC, with Truckee
River Ranch, LLC (“Truckee). Under the lease agreement, upon successful placement of an operating geothermal power plant into ser-
vice, we will issue to Truckee 25,000 restricted shares of Raser common stock. Delivery of the 25,000 restricted shares shall be an advance
against any royalty payable, or to become payable, to Truckee. The value shall be determined at the time Truckee sells the stock and the
value shall constitute the value for the advance against royalties, whether owing in the present or in the future. Additionally, the value
shall also be applied against any rentals payable or to become payable to Truckee.

Contractual Obligations and Commitments
We have various contractual obligations that are recorded as liabilities in our consolidated financial statements. We also have ongoing
employment commitments.

We have entered into operating leases for our corporate headquarters and a testing facility. There is a provision in the corporate headquar-
ters lease that allows for lease termination at our option without penalty on August 31, 2009.

On December, 22, 2006, our subsidiary Raser Power-Systems, LLC, entered into 2 Geothermal Lease Agreement with Truckee River
Ranch, LLC (“Truckee”). Under the lease agreement, Raser obtained the right to develop and construct geothermal power plants on three
ranches owned by Truckee in Nevada, consisting of approximately 11,600 acres, and to pursue such projects on an additional 3.0 million
acres of land with respect to which Truckee may have geothermal righes. The initial lease term is 50 years, subject to extension for another
50 years as long as we are actively pursuing or generating resources from the leased lands. According to the geothermal lease agreement,
the Company, at its sole discretion, may surrender portions of the land or the land in its entirety that the Company does not intend to
utilize thereby reducing the rent obligation.
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As parr of the consideration for the lease, we have agre!ed to pay Truckee approximately $35,000 per year in rent beginning in year two
which continues throughout the lease term as an advance against royalties, and certain royalties on the sale of any geothermal resources
produced from the leased lands.

The table below summarizes our obligations pursuant to our non-cancelable leases.

| Total Lccsslhanlymr 1to 3 years 4 1o 5 years

Operating Leases Obligations | $982,303 $238,510 $448,381 $295,412

| .
During the first quarter of 2005, we pledged a $400, 000 certificate of deposit as collateral to secure a corporate credit card program to
facilitate employee travel and certain purchases necessary for our business operations. As of December 31, 2006, we did not have any
other commercial commitments, such as letters of credit, guarantees, or repurchase obligations. Effective March 9, 2007, we reduced the
number of credit cards available under our the corporate credir card program to one credit card ar each of our two locations to facilitate
cerrain purchases necessary for our business operations. The result of this action was to reduce our pledged amount on the same certificate
of deposit to $150,000 and reduce the restricted cash lbalanc&: in favor of our operating cash balance by $250,000.

|
Recently issued accounting pronouncements

SAB 108

In September 2006, the SEC staff issued Staff Accounltlng Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year FinancialiStatements. SAB 108 was issued in order to eliminate the diversity in pracrice
surrounding how public companies quantify financial statement misstatements. SAB 108 requires that registrants quantify errors using
both a balance sheet and income statement approach and evaluate whether either approach results in a misstated amount that, when all
relevant quantitative and qualitative factors are conudcl’ed is material. SAB 108 must be implemented by the end of the Company’s fiscal
2007. The Company has implemented SAB 108 in 2006 and has determined that the relevant effect of both quantitative and qualitative
factors on prior year errors do not materially impact ¢urrent year consolidated financial statements.

b
|

SFAS 159
In February 2007, the FASB issued FAS 159, “The Fair Value Opticn for Financial Assets and Financial Liabilities”. SFAS 159 allows us
to choose to measure many financial assets and ﬁnancmal liabilities at fair value. Unrealized gains and losses on items for which the fair
value option has been elected are reported in earnmgs SFAS 159 is effective for fiscal years beginning after November 15, 2007. There-
fore, we are required to adopt SFAS 159 by the first quarter of 2007. We are currently evaluating the requirements of SFAS 159 and the
potential impact on our financial statements. j

|
SFAS 157 |
In September 2006, the FASB issued Statement of Fmam:lal Accounting Standards Ne. 157, “Fair Value Measurements”. SFAS 157
provides a common definition of fair value and estabhshes a framework to make the measurement of fair value in generally accepted
accounting principles more consistent and comparablc SFAS 157 also requires expanded disclosures to provide information abour the
extent to which fair value is used to measure asserts and liabilities, the methods and assumptions used to measure fair value, and the effect
of fair value measures on earnings. SFAS 157 is effective for the Company’s 2009 fiscal year, although early adoption is permitted. The
Company is currently assessing the potential effect ofl' SFAS 157 on its financial statements.

SFAS 155 '

In February 2006, the FASB amended SFAS No. 133. Accountmg for Deerivative Instruments and Hedging Activities”, and SFAS

No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”, with the issuance of SFAS

No. 155, “Accounting for Certain Hybrid Financial Inscruments”. SFAS No. 155 resolves issues addressed in the earlier standards and is
effective for all financial instruments acquired or 1ssued after the beginning of an entity’s first fiscal year that begins after September 15,
2006. Earlier application is permitted. We do not expccr the adoption of SFAS 155 on January 1, 2007 will have a material impact on the
Company’s consolidated financial statemnents.

FIN 48

In July 2006, the FASB issued FASB Intcrprctanon No. 48, “Accounting for Uncertainty in Income Taxes”. FIN 48 clarifies the account-
ing for income taxes by preseribing a minimum probab:hry threshold that a tax position must meet before a financial statement benefit

is recognized. The minimum threshold is defined in FIN 48 as a rax position thar is more likely than net o be sustained upen examina-
tion by the applicable raxing authority, including resolunon of any related appeals or litigation processes, based on the technical merits
of the position. The tax benefit to be recognized is measured as the largest amount of benefit that is greater than fifty percent likely of
being realized upon ultimate sertlement. FIN 48 mu}st be applied to all existing tax positions upon initial adoption. The cumulative effect

|
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of applying FIN 48 at adoption, if any, is to be reported as an adjustment to opening rerained earnings for the year of adoption. FIN 48
is effective for the Company’s 2008 fiscal year, although early adoption is permitted. The Company has assessed the potential effect of
adopting FIN 48 and has concluded that adoption of FIN 48 will have no material impact in its financial statements.

FSP EITF 00-19-2

In December 2006, the FASB issued FASB Staff Position (“FSP”) No. EITF 00-19-2, “Accounting for Registration Payment Arrange-
ments”. This pronouncement requires an entity to recognize and measure a registration payment arrangement as a separate unit of ac-
count from the financial instrument subject to that arrangement. If the transfer of consideration is probable and reasonably estimated at
inception, the lability should be included in the allocation of proceeds from the financing transaction. The effective date is for financial

statements issued for fiscal years beginning after December 31, 2006 and retrospective application is not permitted. We have adopted FSP
EITF 00-19-2 effective January 1, 2007.

ITEM 7A. QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK.

In addition to the risks inherent in our operations, we are exposed to financial, market, political and economic risks. The following dis-
cussion provides information regarding our exposute to the risks of changing interest rates.

As of December 31, 2006, we had approximately $3.8 million in cash and equivalents, including $0.4 million in restricted cash, that
were invested primarily in money market accounts until needed for operating and other activities. Current money marker rates are ap-
proximately 5.28%. If interest rates decline by 1%, the amount of interest earned on our money market balances would be approximately
$38,000 lower over a twelve month period.

As of December 31, 2006, we held a note reccivable of approximately $5.5 million from Amp Resources. This promissory note has a fixed
interest rate of 10% per annum, compounded annually. The due date on the note was subsequently extended from March 1, 2007 to
March 22, 2007. On March 19, 2007, Amp Resources re-paid in full the outstanding note receivable balance including accrued interest.

We are exposed to credit loss in the event of nonperformance by counterparties on the above instruments,

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

Our audited Consolidated Financial Statements, including the notes thereto, appear beginning on page F-1 of this report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH
ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

In a resolution approved on September 13, 2006, our Audit Committee of the Board of Directors approved the appointment of Hein &
Associates LLP as our new independent registered public accounting firm for the fiscal year ended December 31, 2006. The Audit Com-
mittee also approved the dismissal of Tanner LC effective as of September 13, 2006.

The Audit Committee’s decision to retain Hein & Associates LLP was precipitated by prior auditor’s recommendation that we engage an
accounting firm with domain expertise in the power generarion industry given our plans to pursue opportunities in the geothermal power
generation marker. Accordingly, our decision was not related to the quality of services provided by Tanner LC. Based on discussions with
Hein & Associates LLP and related inquiries regarding Hein & Associates LLP’s work and existing clients, the Audit Commirree believes
that Hein 8¢ Associates LLP has such expertise.

The report of Tanner on our financial statements as of and for the fiscal year ended December 31, 2005 and 2004 contained no adverse !
opinion or disclaimer of opinion and was not qualified or modified as 1o uncertainty, audit scope or accounting principles. '

In connection with Tanner LC's audirs for the fiscal years ended December 31, 2005 and 2004, and the period through the Seprem-

ber 13, 2006, there were no disagreements with Tanner LC on any marter of accounting principles or practices, financial statement
disclosure, or auditing scope ot procedure, which disagreements, if not resolved 1o the satisfaction of Tanner LC, would have caused Tan-
ner LC to make reference to the subject matter of such disagreements in connection with its reports. In addition, no reportable events,

as defined in [rem 304(a)(1}{v) of Regulation $-K, occurred during the Registrant’s fiscal years ended December 31, 2005 and 2004 and '
the period through the effective date of September 13, 2006 except that, as previously disclosed by the Raser in its Annual Report on |
Form 10-KSB for the year ended December 31, 2004, Tannér LC advised the Company that it did not maintain effective internal control
over financial reporting as of December 31, 2004 because of material weaknesses related to the internal control and disclosure control
over stock-based compensation, reporting of equity transactions and certain disclosures in the footnotes to the Company’s consolidared
financial starements.
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The subject matter of the marerial weaknesses dcscribch above was discussed with Tanner LC by our management and the Audit Com-

mittee. We have authorized Tanner LC 1o fully respond to the inquiries of the newly selected independent registered public accounting
firm, Hein & Associates LLP.

We provided Tanner LC with 2 copy of the Current Report on Form 8-K, dated September 13, 2006, prior to its filing with the Securities
and Exchange Commission (the “SEC”) and rcqucsted that Tanner LC furnish a letter addressed to the SEC stating whether or not Tan-
ner agrees with the statements noted above. A copy of the letter, dated September 13, 2006, from Tanner LC is attached as Exhibit 16.1
to the September 13, 2006 Current Report on Form 8 K.

During the last two most recent fiscal years and the pe_riod through the September 13, 2006, neither we nor anyone on our behalf has
consulted with Hein & Associates LLP regarding any of the matters referenced in Item 304(a)(2) of Regulation S-K.

l
ITEM 9A. CONTROLS AND PROCEDURES.

Evaluation of disclosure controls and procedlures
Our management, with the participation of our chief f‘:xecutive officer and chief financial officer, evaluated the effectiveness of our disclo-
sure controls and procedures as defined in Rule 13a-15(e) under the Securiries Exchange Act of 1934 as of the end of the period covered
by this Annual Report on Form 10-K. In designing and evaluating the disclosure controls and procedures, our management recognized
that any controls and procedures, no marter how well designed and operated, can provide only reasonable assurance of achieving the
desired control objectives. In addition, the design of disclosure controls and procedures must reflect the facr thar there are resource
constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative
to their costs. The design of any disclosure controls and procedures also is based in part upon certain assumptions about the likelihood of
future events and there can be no assurance that any dlesign will succeed in achieving its stated goals under all potential future conditions.
|
Based on thar evaluation, our chief executive officer and chief iinancial officer concluded that, as of December 31, 2006, our disclosure
controls and procedures were, subject to the llmltatlons noted above, effective to provide reasonable assurance that information we are
required to disclose in reports that we file or submit undcr the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in Securities and Exchange Commission rules and forms, and that such information is accumulated and com-
municated to our management, including our chief executive officer and chief financial officer, as appropriate, to allow timely decisions
regarding required disclosure.

Changes in internal control over financial reborting

We continued to formalize documentation and performed testing of our financial processes during the period covered by this Annual
Report on Form 10-K. Qur former chief financial ofﬁccr resigned effective December 4, 2006 and was not replaced by our current chief
financial officer until January 8, 2007. During that time, we implemented certain measures, such as requiring executive level approval for
items previously approved by the chief financial officer, to ensure that the systemn of internal control remained effective. No other change
in our internal control over financial reporting occurred during the fourth quarter of 2006 that materially affected, or is reasonably likely
to matetially affect, our internal control over financial reporting.

Management's reports on internal controls c'wer financial reporting
Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in Rule 13(a)-
15(f) under the Securities and Exchange Act of 1934' Internal control over financial reporting is designed to provide reasonable assurance
regarding the reliability of financial reporting and the| preparation of financial statements for external purposes in accordance with GAAP.
Internal control over financial reporting includes those policies and procedures that: 1) pertain to the maintenance of records that, in rea-
sonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; 2) provide reasonable assurance
that transactions are recorded as necessary to permit prcparation of financial statements in accordance with GAAF, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and
3) provide reasonable assurance regarding prcvcnnon o timely detection of unauthorized acquisition, use or disposition of the company’s
assets that could have a material effect on the ﬁnam:lal statements.

|
Because of its inherent limitations, a system of internal control over financial reporting can provide only reasonable assurance and may
not prevent or detect misstatements. Projections of any evaluation of effectiveness to future periods are subject to the risk that contrels
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deterio-
rate. Therefore, even those systems determined 1o be effective can provide only reasonable assurance with respect to financial statement
preparation and presentation. |




Management assessed the effectiveness of our internal control over financial reporting as of December 31, 2006. In making its assessment,
management used the criteria set forth in /nternal Control — Integrated Framework issucd by the Committee of Sponsoring Organizations
(*COSO”) of the Treadway Commission. Based on management’s assessment, management determined that the Company maintained
effective internal control over financial reporting as of December 31, 2006 based on the COSO criteria.

Management’s assessment of the effectiveness of our internal control over financial reporting as of December 31, 2006 has been audited
by Hein & Associates LLP, an independent registered public accounting firm, as stated in its report herein,
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Report of independent registered public accclaunting firm

The Board of Directors and Stockholders I
Raser Technologies, Inc. [

We have audited management’s assessment, included in the accompanying “Management’s Annual Report on Internal Control over
Financial Reporting” (Irem 9A} that Raser Technologies, Inc. and subsidiaries {the “Company”) maintained effective internal control over
financial reporting as of December 31, 2006, based 01{ criteria established in Internal Control — Integrated Framework issued by the Com-
mittee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
Ouir responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal
control over financial reporting based on our audit.

We conducred our audit in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards require thar we plan and perform the audit to obrain reasonable assurance about whether effective internal control over finan-
cial reporting was maintained in all marerial respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and
petforming such other procedures as we considered nécessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of fi-
nancial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting prin-
ciples. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as|necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unau-
thorized acquisition, use, or disposition of the compalny’s assets that could have a material effect on the financial statements.

Because of its inherent limirations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in condi-
tions, or that the degree of compliance with the policlics or procedures may deteriorate.

In our opinion, management’s assessment that Raser {Technologies, Inc. and subsidiaries maintained effective internal control over finan-
cial reporting as of Diecember 31, 2006, is fairly sratcd in all material respects, based on criteria established in Internal Control — Integrat-
ed Framework issued by the Committee of Sponsormg Organizations of the Treadway Commission {COSO}. Also in our opinion, Raser
Technologies, Inc. maintained, in all material rcspcct;, effective internal control over financial reporting as of December 31, 2006, based
on criteria established in Juternal Control — Integrated Framework issued by the Commitree of Sponsoring Organizations of the Treadway
Commisston (COSQOY). ‘
We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the con-
solidated balance sheet of Raser Technologies, Inc. and subsidiaries as of December 31, 2006 and the related consolidated statements of
operations, stockholders’ equity and cash flows for thc year ended December 31, 2006 and for the petiod after re-entry into the develop-
ment stage (October 1, 2006) through December 31, 2006 and our report dated March 20, 2007 expressed an unqualified opinion.

s/ HEIN & ASSOCIATES LLP |

Denver, Colorado l
March 20, 2007

None.
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PART Il

ITEM 10. DIRECTOR, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

The information required by this item is included in our definitive proxy statement to be filed with the Securities and Exchange Com-

mission pursuant to Regulation 14A of the Securities Exchange Act of 1934 in connection with our 2007 annual meeting of stockholders

and is incorporated herein by reference. In addition, we refer you to Part [ of this report.

ITEM 11. EXECUTIVE COMPENSATION.

‘The information required by this item is included in the proxy statement referred to above and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MAN-
AGEMENT AND RELATED STOCKHOLDER MATTERS.

The information required by this item is included in the proxy statement referred to above and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIREC-
TOR INDEPENDENCE. '

The information required by this item is included in the proxy statement referred to above and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information required by this item is included in the proxy statement referred to above and is incorporated herein by reference.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a) Exhibits

Exhibit
Number Description of Document

2.1 Agreement and Plan of Reorganization dated October 2, 2003 among Wasatch Web Advisors, Inc., the Company and the
stockholders of the Company (incotporated by reference to Exhibit 2 to our current report on Form 8-K filed October 14,
2003 (File No. 000-30657))

3.1 Amended and Restated Bylaws of the Company (incorporated by reference to Exhibit 3.2 to our quarterly report on Form
10-QSB filed August 13, 2004 (File No. 000-30657))

3.2 Amended and Restated Articles of Incorporation of the Company (incorporated by reference to Exhibit 3.3 to our current
report on Form 8-K filed July 8, 2005 (File No. 000-30657))

3.3 Certificate of Designation of Preferences, Rights and Limitations of Series B Convertible Preferred Stock (incorporated by
reference to Exhibit 10.5 to our current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

3.4 Certificate of Designation of Preferences, Rights and Limitations of Series C Convertible Preferred Stock (incorporated by
reference to Exhibit 4.6 to our current report on Formn 8-K filed April 7, 2005 (File No. 000-30657))

4.1 Specimen Common Stock Certificate {incorporated by reference to Exhibit 4.1 to our quarterly report on Form 10-QSB
filed August 13, 2004 (File No. 000-30657)}

4.2 Registration Rights Agreement, dated as of July 22, 2004, among the Company and the Purchasets (ds defined therein) (in-
corporated by reference to Exhibit 10.6 to our current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

4.3 Registration Rights Agreement dared as of April 4, 2005 by and among the Company and the Buyers (as defined therein)
{incorporated by reference to Exhibit 4.5 to our current report on Form 8-K filed April 7, 2005 (File No. 000-30657))

4.4 Form of Debenture (incorporared by reference to Exhibit 4.3 to our quarterly report on Form 10-QSB filed August 13, 2004
{File No. 000-30657))

10.1 Securities Purchase Agreement dared as of July 22, 2004 by and among the Company and the Purchasers {as defined therein)
{incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

10.2 Form of Warrant to Purchase Shares of the Company’s Common Stock (incorporated by reference to Exhibit 10.7 to our cur-
rent report on Form 8-K filed July 28, 2004 (File No. 000-30657))
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Exhibir
Number

Description of Document i

10.3

Amended and Restated 2004 Long-Term Incentive Plan (incorporated by reference to Appendix B to our information state-
ment on Schedule 14C filed May 14, 2004|(Filc No. 000-30657))

10.4

Form of Stock Option Agreement for the Amended and Restated 2004 Long-Term Incentive Plan (incorporated by reference
to Exhibit 10.4 to our quarterly report on Form 10-QSB filed August 13, 2004 (File No. 000-30657))

10.5

Restricted Stock Grant Agreement dated as, of February 23, 2004 between the Company and John C. Ritter (incorporated by
reference to Exhibit 10.5 to our quattetly report on Form 10-QSB filed November 9, 2004 (File No. 000-30657))

10.6

Restricted Stock Grant Agreement dated as of February 25, 2004 berween the Company and Timothy D. Fehr (incorporated
by reference to Exhibit 10.6 to our quarterly report on Form 10-QSB fled November 9, 2004 (File No. 000-30657))

10.7

At Wilt Employment, Confidential Information, Invention Assignment, Noncompetition and Arbitration Agreement ef-
fective as of August 1, 2004 berween the Company and William Dwyer (incorporated by reference to Exhibit 10.7 to our
quarterly report on Form 10-QSB filed November 9, 2004 (File No. 000-30657))

10.8

Form of Award Agreement for Outside Du;ecrors under the Amended and Restated 2004 Long-Term Incentive Plan (incor-
porated by reference to Exhibir 10.20 to our current report on Form 8-K/A filed July 20, 2006 (File No. 001-32661))

10.9

Employment Agreement dated January 31,! 2005 between the Company and Brent M. Cook (incorporated by reference to
Exhibit 10.8 to our current report on Form 8-K filed February 4, 2005 (File No. 000-30657))

10.10

Securities Purchase Agreement dated as of hpril 4, 2005 by and among the Company and the Buyers (as defined therein)
(incorporated by reference to Exhibit 10.9|to our current report on Form 8-K filed April 7, 2005 (File No. 000-30657))

10.11

Form of Common Stock Purchase Warran:: (incorporated by reference to Exhibit 4.4 to our current report on Form 8-K filed
April 7, 2005 (File No. 000-30657)) |

10.12

Amended Restricted Stock Grant Agrcemént dated as of April 29, 2005 berween the Company and John C. Ritter (incorpo-
tated by reference 1o Exhibir 10.10 to our !currcnt report on Form 8-K filed May 3, 2005 (File No. 000-30657))

10.13

Lease Agreement by and between the Corrflpany and EsNET Properties L.C., dated as of March 11, 2005 {incorporated by
reference to Exhibit 10.11 to our current report on Form 8-K filed May 24, 2005 (File No. 000-30657))

10.14

Second Amended Restricted Stock Grant Agrccmcnt dated as of July 12, 2005 berween the Company and John C. Ritter
(incorporated by reference to Exhibit 10. 1|2 to our quarterly report on Form 10-QSB fled November 14, 2005 (File No.
001-32661))

10.15

Third Amended Restricted Stock Grant As‘g,rcemem dated as of July 29, 2005 berween the Company and John C. Ritrer
(incorporated by reference to Exhibit 10.13 1o our quarterly report on Form 10-QSB filed November 14, 2005 (File No.
001-32661)) |

10.16

First Amended At Will Employment, Corliﬁdcntiaf Information, Invention Assignment, Noncompetition and Arbitration
Agreement dated as of July 29, 2005 between the Company and William Dwyer (incorporated by reference to Exhibit 10.14
to our quarterly report on Form 10-QSB filed November 14, 2005 (File No. 001-32661))

10.17

Amended Restricted Stock Grant Agreement dated July 22, 2005 between the Company and Timothy D. Fehr {incorporated
by reference to Exhibit 10.15 to our quarterly report on Form 10-QSB filed November 14, 2005 (File No. 001-32661))

10.18

Fifth Amended Restricted Stock Grant Aérccment dated as of January 15, 2006 berween the Company and John C. Rirter
(incorporated by reference to Exhibit 10.16 to oyr quarterly report on Form 10-Q filed May 15, 2006 (File No. 001-32661)}

10.19

Second Amended At Will Employment, ¢onﬁdcntial Information, Invention Assignment, Noncomperition and Arbitration
Agrecment dated as of January 31, 2006 berween the Company and William Dwyer (incorporated by reference to Exhibit
10.17 to our quarterly report on Form 10-Q filed May 15, 2006 (File No. 001-32661}))

10.20

Second Amended Restricted Stock Granthgrecmcm dated February 1, 2006 berween the Company and Timothy Fehr {in-
corporated by reference to Exhibit 10.18 to our quarterly report on Form 10-Q filed May 15, 2006 (File No. 001-32661))

10.21

Employment Agreement dated as of June 27, 2006 berween the Company and Patrick J. Schwartz (incorporated by reference
to Exhibit 10.16 to our current report on Form 8-K filed June 30, 2006 (File No. 001-32661))

10.22°

Termination Agreement and Mutual General Release dated as of September 2, 2006 by and among the Company, Power
Acquisition Corp., Amp Resources, LLC| Amp Capital Partners, LLC, Highland Capiral Partners VI Limited Partnership,
Highland Subfund VI-Amp Limited Partnership, Highland Entrepreneurs’ Fund VI Limited Partnership, Sorenson Capital
Partners, L.P. and John H. Stevens, md:vxdually and as representative of the Amp Resources, LLC Equityholders (as defined
therein} (incorporated by reference to E.xhlblt 10.21 to our quarterly report on Form 10-Q filed November 9, 2006 (File No.
001-32661))
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10.23¢

Promissory Note, dated September 2, 2006, between Amp Resources, LLC and the Company (incorporated by reference to
Exhibit 10.22 to our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661}))

10.24

Amended and Restated License and Sublicense Agreement dated as of November 2, 2006 by and berween Raser - Power Sys-
tems, LLC and Recurrent Engineeting, L.L.C. {incorporated by reference to Exhibit 10.23 to our quarterly report on Form
10-Q filed November 9, 2006 (File No. 001-32661))

10.25¢

First Amendment to Intercreditor and Subordination Agreement dated as of September 2, 2006 by and among Highland
Capital Partners VI Limited Partnership, Highland Subfund VI-Amp Limited Partnership, Highland Entreprencurs’ Fund
VI Limited Partnership, SCP/AR, LLC, AMP Capital Partners, LLC and the Company (incorporated by reference to Exhibit
10.24 to our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.26

Guaranty dated September 2, 2006 by and between the Company and Recurrent Engineering LLC {incorporated by refer-
ence ro Exhibit 10.25 to our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.27

Form of Award Agreement for Qutside Directors under the Amended and Restated 2004 Long-Term Incentive Plan (incor-
porated by reference to Exhibit 10.20 to our current report on Form 8-K/A filed July 20, 2006 (File No. 001-32661))

10.28

Share Contribution Agreement dated as of April 7, 2005 by and berween the Company and Kraig Higginson (incorporated
by reference to Exhibit 10.27 to our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.29

Third Amended At Will Employment, Confidential Information, Invention Assignment, Noncompetition and Arbitration
Agreement dated as of July 31, 2006 between the Company and William Dwyer (incorporated by reference to Exhibit 10.28
to our quartetly report en Form 10-Q filed Novemnber 9, 2006 (File No. 001-32661))

10.30

Sertlement Agreement, Severance Agreement and Release dated January 2, 2007 berween the Company and William Dwyer
(incorporated by reference to Exhibit 10.1 to our current report on Form 8-K fled January 5, 2007 {File No. 001-32661))

10.31

Employment Agreemenc dated as of January 8, 2007 by and berween Raser Technologies Operating Company, Inc. and
Martin E Petersen (incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed January 11, 2007 (File
No. 001-32661))

10.33'

Geothermal Lease Agreement dated December 22, 2006 among Raser-Power Systems, LLC, and Truckee River Ranch, LLC

23.1

Consent of Hein & Associates LLP, Independent Registered Public Accounting Firm

232

Consent of Tanner LC, Independent Registered Public Accounting Firm

31.1

Certification of Chief Executive Officer pursuant to Exchange Act Rule 13a-14(a)

31.2

Certification of Chief Financial Officer pursuant to Exchange Act Rule 13a-14(a)

32.1

Certification of Chief Exccutive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350

FConfidential treatment has been requested for portions of this exhibit.
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant has caused this reporr to be signed on its behalf by the under-
signed, thereunto duly authorized. |

RASER TECHNOLOQGIES, INC.

Date: March 20, 2007 {s/ Brent M. Cook
Brent M. Cooki, Chief Executive Officer and Direcror

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Brent M.
Cook and Martin F. Petersen, and each or any one ofjthem, as his true and lawful attorney-in-fact and agent, with full power of subsi-
tution and re-substitution, for him and in his name, place and stead, in any and all capabiliries, to sign any and all amendments to this
Annual Report on Form 10-K, and o file the same, with all exhibits thereto, and other documents in connection therewith, with the
Securities and Exchange Cormmission, granting unto said attorneys-in-fact and agents, and each of them, full power and authority to do
and perform each and every act and thing requisite and necessary to be done in connection therewith, as fully to all intents and purposes
as he might or could do in person, hereby ratifying and confirming that all said attorneys-in-fact and agents, or any of them or their or
his substitute or substirured, may lawfully do or cause to be done by virtue hereof.

Pursuant to the Exchange Act, this report has been si‘gned below by the following persons on behalf of the registrant and in the capacities
and on the dates indicated: '

Date: March 20, 2007 fsf Brent M. Cook

Brcnt!M. Cook, Chief Execurive Officer and Director
{principal executive officer)

Date: March 20, 2007 /s/ Kraig T. Higginson
Kraig!T. Higginson, Executive Chairman of the Board
:
Date: March 20, 2007 /s Martin F Petersen

Martin E Petersen, Chief Financial Qfficer
(principal financial and accounting officer)

Date: March 20, 2007 Is/ Reynold Roeder
Reynold Roeder, Director

Date: March 20, 2007 {s/ Barry Markowirz
Barry Markowitz, Director

I
Date: March 20, 2007 Is/ Alan Perriton

Alanl Perriton, Director

Date: March 20, 2007 Is/ ]a!.mcs A. Herickhoff
]amf:s A. Herickhoff, Director

Date: March 20, 2007 Is! LL:C A. Daniels
Lee A Daniels, Director

|
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REPORT OF INDEPENDENT REGlSlTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders !
Raser Technologies, Inc.

We have audited the accompanying consolidated balance sheet of Raser Technologies, Inc. and subsidiaries {the “Company”, “a develop-
ment stage enterprise”) as of December 31, 2006, and rthc related consolidated statements of operations, stockholders” equity and cash
Bows for the year then ended and for the period after re-entry into development stage (October 1, 2006) through Decemnber 31, 2006.
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audi.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
matetial misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements r!cfcrrcd to above present fairly, in all material respects, the consolidated financial
position of Raser Technologies, Inc. and subsidiaries as of December 31, 2006, and the results of their consolidated operations and their
consolidated cash flows for the year then ended and for the period after re-entry into development stage {October 1, 2006) through De-
cember 31, 2006, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effec-
tiveness of Raser Technologies, Inc. and subsidiaries’ internal control over financial reporting as of December 31, 2006, based on criteria
established in Jnternal Control — Integrated Frameworkissued by the Committee of Sponsoring Organizations of the Treadway Commis-
sion {(COSO) and our repost dated March 20, 2007 expressed an unqualified opinion on management’s assessment of the effectiveness of
the Company's internal control over financial reporting and an unqualified opinion on the effectiveness of the Company’s internal control
over financiat reporting. :

/s/ HEIN & ASSOCIATES LLP

Denver, Colorado
March 20, 2007




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Ditectors and Stockholders of Raser Technologies, Inc.

We have audited the consolidated balance sheet of Raser Technologies, Inc. and subsidiaries as of December 31, 2005 and the related
consolidated statements of operations, stockholders’ equity, and cash flows for the years ended December 31, 2005 and 2004. These con-
solidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board, (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated financial state-
ments are frec of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluaring the overali financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion. :

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of

Raser Technologies, Inc. and subsidiaries as of December 31, 2005 and the results of their operations and their cash flows for the years
ended December 31, 2005 and 2004, in conformity with U.S. generally accepted accounting principles.

/sf TANNER L.C

Salt Lake City, Utah
April 6, 2006
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RASER TECHNOLOGIES, INC. AND SUBSIDIARIES

{2 development stage enterprise)

CONSOLIDATED BALANCE SHEETS

Assets

December 31, 2006

December 31, 2005

Current assets:

Cash and cash equivalents $3,351,568 $17,467,545
. Restricted cash 400,000 400,000
Short-term investments — 533,512
Accounts receivable 84,900 134,835
Note receivable and accrued interest 5,952,074 —
_Other current assets 165,229 154,002
Total current assets 9,953,771 18,689,894
Equipment, net ' 681,029 580,526
Unproved propetty and prepaid delay renrals 198,350 —
]ntangi.ble assets, net. 560,387 283,121
Other assets 11,910 11,110
Total assets $11,405,447 $19,564,651
Liabilities and Stockholders’ Equity
Czul_'rer;_t liabilities:
Accounts payable $439,413 $160,576
Acc;ﬁed liabilities 231,400 184,483
" Unearned revenues 24,433 25,080
Total current liabilities 695,246 370,139
Cc;ntingcncics and commitments, {see Notes 5, 8 and 10}
Stockholdets equity: .
Series B and C convertible preferred stock, $.01 par value, 5,000,000 shares autho- — —
rized; no shares Series B issued and outstandin g, and no shares of Series C issued
and outstanding.
Common stock, $.01 par value, 251},000,0&) sl;;res authorized, 51,389,295 and 513,893 504,040
50,404,005 shares issued and outstanding n::s;:l:cctively.
Additional paid in capiral 45,669,956 35,675,184
Accumulated deficit (30,972,177) (16,984,712}
Accumulated deficit after re-entry into development stage (4,501,471) —
Total stockholders’ equity | 10,710,201 19,194,512
Tortal liabilities and stockholders’ equity | $11,405,447 $19,564,651

See accompanying notes to consolidated financial statements.




RASER TECHNOLOGIES, INC. AND SUBSIDIARIES
(a development stage enterprise)

CONSOLIDATED STATEMENTS OF OPERATIONS

For the period afier
re-eniry into de- -
velopment stage

(October 1, 2006)
through
Year Ended December 31, | December 31,

2006 2005 2004 2006
Revenue $122,732 $331,735 $30,000 $44,717
Operating expense :
Cost of sales 438,278 481,946 — 44,717
General and administrative 15,050,080 7.331,318 5,186,470 3,667,492
Research and development 3,893,540 2,062,050 1,634,541 942,459
Total operating expenses 19,381,898 9,875,314 6,821,011 4,654,668
Operating loss (19,259,166) {(9,543,579) (6,791,011} (4,609,951)
Interest income 874,831 574,972 18,436 204,569
Gain on mark-to-market of derivative associated with Series C — 37,117 — —_
preferred stock
Interest {expense) — — (203,500) —
Loss on the sale of securities (8,512} (1,326) — —
Series B warrant registration costs (96,089) — — (96,089)
Loss before income taxes {18,488,936) (8,932,816) (6,976,075) (4,501,471)
Income tax benefit (expense) — — — —
Net loss (18,488,936) {8,932,8106) {6,976,075) (4,501,471)
Preferred stock dividends — (7,536) (66,206) C
Dreemed dividend related to warrants issued with preferred —_ (5,668,704) (4,240,500) —
stock and beneficial conversion feature on preferred stock ' : . g
Net loss applicable to common stockholders ${18,488,936) $(14,609,056) $(11,282,781)  ${4,501,471)
Loss per common share-basic and dilured $(0.36) $(0.29) $(0.24) o
Weighted average common shares-basic and diluted 50,745,000 49,882,000 47,365,000

See accompanying notes to consolidated financial statements.
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RASER TECHNOLOGIES, INC. AND SUBSIDIARIES

(a development stage enterprise}

CONSOLIDATED STATEMENT OF

STOCKHOLDERS' EQUITY

Deficit Ac-
cumulated
after re-
Additional entry into
paid-in Accumulated  develop-
Convertible preferred stock | Common stock | pial | deficic | mentstage |  Towal
Shares Amount Shares  Amount
Balance at January 1, 2004 — $— 46,306,000 $463,060 $816,087 $(1,075,821) $203,326
Stock options and watrants issued for services 553,048 553,048
Beneficial conversion feature 200,000 200,000
Series B preferred stock issued for cash 4,241 42 3,896,313 3,896,355
Common stock issued for:
Exercise of warrants 114,315 1,143 392,518 393,661
Convession of debt primarily due from related parties 160,600 1,000 199,000 200,000
Conversion of Series B preferred stock 3,107) 31) 887,566 8,876 (8,845) —
Employee and contractor services 791,979 7.920 3,504,861 3,512,781
Cash 522,300 5,223 1,039,443 1,044,666
Series B preferred stock dividends paid (66,206) (66,206)
Net loss (6,976,075) (6,976.075)
Balance at December 31, 2004 1,134 $11 48,722,160  $487,222 $10,526,219 $(8,051,896) $2,961,556
Stock options and warrants issued for services 268,783 268,783
Employee compensation 2,065,994 2,065,994
Derivative liability associated with Series C preferred stock (37,117) (37.117)
Accelerated vesting of stock options 660,250 660,250
Series C preferred stock issued for cash 20,000 200 18,401,866 18,402,065
Common stock contributed by stockholder per share (218,587) (2,186} 2,186 —
contribution agreement
Common shares returned for Settlement Agreement (169,800) (1,698) 1,698 —
Common stock issued for:
Stock options and warrant exercises 489,818 4,898 3,485,347 3,490,245
Conversion of Series B preferred stock (1,134) (11} 323,995 3,240 (3,229} —_
Conversion of Series C preferred stock (2 0,000) (200) 1,051,919 10,519 (10,356} (37)
Employee grant vesting 187,500 1,875 (1,875} —
Contractor services 17,000 170 322,954 323,124
Series B preferred stock dividends paid (7,536} (7.536)
Net Loss (8,932,816} (8,932,816)
Balanee at December 31, 2005 — $— 50,404,005  $504,040 $35,675,184 $(16,984,712) $19,194,512
Employee compensatory share grants and stock options 6,819,481 6,819,481
Net common share settlement agreement (99,293) 993y (993,923} (994,916)
Common stock issued for:
Employee grant vesting 460,166 4,602 (4,602) —
Contractor services 3,500 35 67,791 67,826
Stock options and warrant exercises 58,000 580 244,870 245,450
Employee compensatory share grants and stock options as 2,359,434 2,359,434
a development stage enterprise (since October 1, 2006)
Commen stock issued as a development stage enterprise (since October 1, 2006) for:
Unproved property acquisition on December 22, 2006 25,0600 250 115,000 115,250
at a fair market value 6f $4.61 per share
Stock options exercises on Qctober 13 and 20, 2006 at 14,000 140 50,960 51,100
prices of $6.00 and $6.75 per share, respectively —
Employee share grant vesting at prices ranging from 223,917 2,239 (2,239) —
$3.79 to $6.80 per share from October 1 to Decem-
ber 31, 2006
Contractor services on November 2, 2006 at a fair 300,000 3,000 1,338,000 1,341,000
market value of $4.47 per share for services completed
on September 1, 2006
Net Loss {13,987.465) (4,501,471 (18,488,936)
Balance at December 31, 2006 — $— 51,389.295 $513,893 $45,669,956 $(30,972,177) $(4,501,471) $10,710,201

Sce accompanying notes to consolidated financial statements.
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(a development stage enterprise)

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the petiod after
re-entry into develop-
ment stage (October
1, 2006) through
Year Ended December 31, | December 31
2006 2005 2004 2006
Cash flows from operating activities:
Net loss _ $(18,488,936) $(8,932,816) $(6,976,075) $(4,501,471)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amontization expense 202,234 103,269 20,276 55437
Gain on derivative associated with Series C preferred stock — (37.117) — —
Impairment of abandoned patent applications 47,965 — — 19,317
Impaitment of capitalized acquisition costs 806,772 935,368 — —
Loss on disposal of assets 5791 986 —_ 2,984
Loss on the sale of securities 8,512 1,326 — —
Common stock, stock options and warrants issued for services 10,587,742 3,318,151 4,065,828 2,370,859
Beneficial conversion feature on conversion of related party notes —_ _ 200,000 —_
payable
Withholding tax for net share issuance (994,916) — — —
Deecrease {increase Yin accounts receivable 49,935 £134,835) — (69,150)
Drecrease (increase) in other assets - (77,503) (74,622) {65.863) 23,372
Increase in interest receivable {388,247) (16,275) — {139,829)
{Decrease) increase in account payable 278,837 139,954 {48,817} 179,488
{Decrease) increase in accrued liabilities 46,917 180,108 (22,732) (79,550
{Decrease) increase in unearned revenues (647) 15,080 14,000 24,433
Net cash used in operating activities {7,915,544) (4,481,423) (2,817,383) (2,114,110
Cash flows from investing activities: |
Purchase of available for sale securities — (738,088) — —
Praceeds from the sale of short term investments 525,000 203,250 — —
Increase in notes receivable (5,547,552) — — —_
Cost of actempted acquisition (806,772) (955,368) — —
(Increase) decrease in other assets (800} — — —
Decrease (Increase) in restricted cash . — (400,000) — S
Increase in intangible assets (344,861) (155,312) (119,814) (51,039)
Purchase of equipment (321.998) (556.811) (97,496) (75.534)
Proceeds from the sale of equipment — 1,073 — —
Net cash used in investing activivies (6,496,983) {2,601,256) (217,310} {126,573
Cash flows from financing activities:
Proceeds from related party note payable — — 65,000 —
Proceeds from convertible note payable — — 200,000 —
Payments on related parry note payable —_ — (65,000} -
Proceeds from exercise of common stock warrants 51,300 2,963,050 — —
Proceeds from exercise of common stock options 245,250 527,157 — 51,100
Proceeds from sale of Series B preferred stock — — 3.896,355 —
Proceeds from sale of Series C preferred stock — 18,402,067 — —
Proceeds from the sale of common stock and member coneributions — —_ 1,438,327 —
Preferred stock dividends paid — (7.536) {66,206) —
Net cash provided by financing activities 296,550 21,884,738 5,468,476 51,100
Net increase (decrease) in cash and cash equivalents (14,115,977} 14,802,059 2,433,783 (2,189,583)
Cash and cash equivalents ar beginning of period 17,467,545 2,665,486 231,703 5.541,151
Cash and cash equivalents at end of period $3,351,568 $17,467,545 $2.665,486 . $3,351,568

See accompanying notes to consolidated financial statements.
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RASER TECHNOLOGIES, INC. AND SUBSIDIARIES

(a development stage enterprise) '

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Description of the Business and Basis of Presentation
N I

Nature of Business

Raser Technologies, Inc., a Utah corporation (“Raser”, the “Company”, “we” or “our”) is a technology licensing and development

company. We operate in two business segments, Transbortation and Industrial Technology, and Power Systems. The Transportation and

Industrial Technology segment focuses on improving the efficiency and power density of electric motors, generators and their associ-

ated power electronic drives and controls. This technology is known as Symetron™ technology. The Power Systems segment is seeking to

develop new geothermal electric power generating plants and bottom-cycling operations that generate electric power from the waste heat

of existing power plants and industrial facilities, incorporating licensed heat-transfer technology and our Symetron™ technology. Raser

was formed on July 18, 2003 and organized under the laws of the State of Utah as a successor to Raser Technologies, LLC, a Utah limited

liability company formed on October 28, 2002. On October 28, 2003, the Company became a publicly-traded company through a

reverse merger with Wasatch Web Advisors, Inc. Rasei' has authorized 250,000,000 shares of common stock and 5,000,000 shares of

preferred stock.

Development Stage Enterprise

The Company currently operates as a development st:i‘lgc enterprise as defined in Statement of Financial Accounting Standards (*SFAS™)
No. 7, “Accounting and Reporting by Development Stage Enterprises”. In 2005, the Company transitioned from a development stage

to an operating stage enterprise for accounting purposes. In the fourth quarter of 2006, the Company’s management reassessed its cur-
rent operations and determined that Raser should be reported as a development stage enterprise effective October 1, 2006. The decision
was primarily based upon the fact that the revenue generating capacity from the transportation and industrial technology segment has
been delayed because licensing agreements with certain customers have not materialized as expected, and commercially licensing our
technologies is taking longer than anticipated. Additionally, the Company is currently urilizing its resources to research and locare “high
probability” areas for geothermal activity. Management is developing relationships to acquire mineral and geothermal rights, through
long-term geothermal lease agreements, that enable uS to explore, drill and construct geothermal power plant on leased property. To fund
these operations, Raser intends to raise capital through monetization of certain tax benefits associated with these rencwable energy plants.
Accordingly, the consolidated statements of operations and cash flows include cumulative balances from the inception of the development
stage date of October 1, 2006 to December 31, 2006.

Basis of Presentation |

The accompanying consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of
assets and the settlement of liabilities and commitments in the normal course of business. As discussed in the Nature of Business above,
the Company re-entered the development stage in October 2006. As reflected in the accompanying consolidated financial statements, as
of December 31, 2006, we had cash and cash equivalents on hand of $3.4 million and a notes receivable including accrued interest {due
on March 1, 2007) toraling approximately $6.0 million. Subsequently, both parties agreed to extend the due date of the promissory note
from March 1, 2007 to March 22, 2007. On March|19, 2007, Amp Resources re-paid in full the outstanding balance of the promissory
note receivable. Cash used in operations toraled approximately $7.9 million for the year ended December 31, 2006 and the accumulated
deficit and deficit accumulated after re-entry into development stage totaled $35.5 million. Our ability 1o continue as a going concern is
dependent on our ability to raise additional funds and implement our business plan to increase revenues and ultimately achieve profitable
operations.

As a research and development company, we have inlcurrcd substanrial losses since inception and we are not operating at cash breakeven.
If substantial lossés contisiue, or if we are unable to raise sufficient additional capital, liquidity problems will require us to curtail opera-

tioris, liquidate or sell assets or pursuc other actions that could adversely affect future operations.

These financial statements do not include any adjustlments relating to the recoverability and classification of assets or the amounts and
classification of liabilities that might be necessary should the Company be unable to continue as a going concern.

Certain reclassifications have been made in the prior year's consolidated financial statements to conform to the current year presentation.

!
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Concentration of Credit Risk

The Company maintains its cash in deposit accounts one bank in Urah. Ar times, cash balances may exceed federally insured limits. We
also maintain cash in one money market account, not affiliated with the bank, which earns a variable interest rate. The variable interest
rate on December 31, 2006 was 5.28%. The average variable inrerest rate for fiscal 2006 was 5.07%, while the average variable interesc
rate for the fourth quarter of 2006 was 5.25%. The Company has not experienced losses in such accounts and believes'it is not exposed to
any significant credit risk on cash and cash equivalents.

1 .

'The Company generated revenue in 2006 from two government contractors. Approximately 95% of the Company’s tevenue in 2005 was
from two customers and during 2004, all revenue was from one customer.

Note 2. Summary of Significant Accounting Policies

Principles of Consolidation *

The consolidated financial statements include all of the assets, liabilities, revenue, expenses and cash flows of Raser Technologies, Inc., and
its wholly owned subsidiaries; Raser Technologies Operating Company, Inc., RT Patent Company, Inc., and Raser-Power Systems, LLC.
All inter-company accounts and transactions between the consolidated companies have been eliminated in consolidation.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting principles- requires manage-
ment to make estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompa.nymg
notes. Actual results could differ significantly from those estimates.

Fair Value of Financial Instruments o
The carrying amounts reported in the accompanying consolidated financial statements for cash and cash equivalents, accounts receivable,
notes receivable, interest reccivable, and accounts payable approximate fair values because of the immediate or short-term maturities of
these financial instruments. The fair values of short-term investments are determined using quoted market prices for these securities.

Cash and Cash Equivalents ‘ ’
All highly liquid investments with an original maturity of three months or less are classified as cash equivalents. T

Restricted Cash

Restricted cash of $400,000 as of December 31, 2006 consists of a certificate of deposit held with a bank to secure a credit card purchas-
ing arrangement utilized to facilitate employee travel and certain ordinary purchases for the Company’s business operations. ‘The certifi-
cate of deposit earns 4.6% interest per annum and will mature on March 29, 2008. Quartetly, the interest earned from the certificate of
deposit is deposited into our operating bank account.

Effective March 9, 2007, we reduced the number of credit cards available under our the corporate credit card program to one credit catd
at each of our two locations to facilitate certain purchases necessary for our business operations. The result of this action was to reduce
our pledged amount on the same certificate of deposit to $150,000 and reduce the restricted cash balance in favor of our operating cash
balance by $250,000.

Short-term Investments '
Short-term investments are considered available-for-sale securities and are recorded at fair market value, based on quoted marker prices,
and unrealized gains and losses are recorded as a component of comprehensive income (loss). Realized gains and losses, which are calcu-
lated based on the specific-identification method, are recorded in operations as incurred. As of December 31, 2006 and 2005, the cost
and fair market value of short-term investments was $0 and $533,512, respectively. There was no unrealized gain or loss record for the
year ended December 31, 2006. Short-term investments as of December 31, 2005 consisted of corporate bonds that all had maturity
dares of less than 12 months.

Accounts Receivable '
Accounts receivable are carried at original invoice amount less an estimate made for doubtful receivables based on 2 review of all out-
standing amounts on a2 monthly basis. Management estimates an allowance for doubtful accounts by identifying aged delinquent
accounts determined by contractual terms and by using historical experience. Accounts receivable are written off when deemed uncollect-
ible. Recoveries of accounts receivable previously written-off are recorded when received as a credit to the allowance.




d
Impairment of Long-Lived Assets
The Company reviews its long-lived assets, including its unproved geothermal properties, equipment and intangible assets for impairment
when events or changes in circumstances indicate that the carrying value of an asset may not be recoverable. The Company evaluates, at
cach balance sheet date, whether events and circumstances have occurred which indicate possible impairment. The carrying value of 2
long-lived asset is considered impaired when the anticipated cumulative undiscounted cash flows of the related asset or group of assets is
less than the carrying value. In that event, a loss is recognized based on the amount by which the carrying value exceeds the estimated fair
market value of the long-lived asset.

Equipment |
Equipment is recorded at cost and is depreciated over!the estimated useful life of the related asset. Depreciation is computed using the
straight-line method for financial reporting purposes. ‘The estimated useful lives of equipment are as follows:

|

Office Software 3-5 years
Office Equipment 3.7 years
Engineering Software 5-7 years
Engineering Equipment 3-7 years
Demonstration Vehicles 5-7 ye%ars
Marketing Equipment 3-7 years

|
Depreciation expense for the years ended December 31, 2006, 2005 and 2004 totaled $182,600, $86,900 and $16,400, respectively.

Expenditures for repairs and maintenance are charged to expense when incurred. Expenditures for major renewals and betterments that
extend the useful lives of existing equipment are capitalized and depreciated. Leasehold improvements are depreciated over the remain-
ing life of the lease. Upon retirement or disposition of equipment, the cost and related accumulated depreciation are removed from the
accounts and any resulting gain or loss is recognized i:n the consolidated statements of operations.

Geothermal Properties |

Consistent with the Securities and Exchange Commission (“SEC”) financial accounting and reporting standards prescribed in Regulation
S-X for companies engaged in the Oil and Gas producing activities, industry standards financial and reporting standards for companies
engaged in geothermal power generation prescribe two method of accountings: the successful efforts method and the full cost method.
The Company accounts for its geothermal properties using the successful effores method of accounting. Under this method, lease acquisi-
tion costs including lease bonuses, legal costs, permit costs, and the fair value of other forms of compensation to acquire the lease are
capitalized as unproved property when incurred. Exploration costs including costs of carrying and retaining undeveloped properties, such
as delay rentals, certain taxes on the properties, legal !costs for title defense, and the maintenance of land and lease records are expensed
when incurred. Once reserves are discovered, the property is classified as a “proved property” and capitalized costs are amortized. Manage-
ment is cutrently assessing which generally accepted accounting principle method to use for depletion. Assuming they cannot be used as
reinjection in wells, unsuccessful exploration or dry lllolc wells on unproved properties are expensed in the period in which the wells are
determined to be dty. Dry hole wells on proved property are capiralized and amortized. There are no proved reserves as of December 31,
20006.

Intangible Assets |

Costs of internally developing, maintaining or restoring patents and trademarks thar are specifically identifiable and have determinate
lives are capitalized. The costs of patents are amortized on a straight-line basis over the estimated useful life or 20 years from the date of
the first filing. The costs of trademarks are not amortized because their useful lives are indefinite.

"The Company assesses recoverability of its patents by determining whether the amortization of the balance over its remaining life can be
recovered through undiscounted future operating cash flows. The amount of impairment, if any, is measured based on projected discount-
ed future operating cash flows using a discount rare which reflects the Company’s average cost of funds.

t

The Company has experienced a challenge to its intléllcctual trademark by Razor USA LLC. The Company believes thar the opposition
filed before the Trademark Trial and Appeals Board is without merit. The Company will vigorously defend the trademark and will capital-
ize the amount spent in defense of the trademark rights as long as a successful outcome is reasonably anticipated. A negative outcome

would result in impairment of the trademark whichjwould be written off and expensed accordingly.

Costs incurred to acquire the global heat transfer technology license have been capitalized and amortized on a straight-line basis over the
estimated useful life of the related patents underlying and accompanying the license, or 11.5 years.
)
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'The Company petiodically reviews intangible assets for impairmenr. Abandoned or permanently impaired intangible assets are written off
and expensed in the period when the impairment occurs.

Income Taxes

The Company recognizes deferred income tax assets or liabilities for the expected future tax consequences of events that have been
recognized in the consolidated financial statements or income tax returns. Deferred income tax assets or liabilities are determined based
upon the difference berween the financial statement and rax bases of assets and liabilities using enacted tax rates expected to apply when
the differenices are expected to be settled or realized. Deferred income tax assets are reviewed periodically for recoverability and valuation
allowances are provided as necessary.

Revenue Recognition

Revenue is recognized when earned in accordance with applicable accounting standards and guidance, including Staff Accounting Bul-
letin or SAB, No. 104, Revenue Recognition, as amended. Although we have earned limited revenues since inceprion, we expect to earn
revenue in the future through various sources. The primary sources of anticipated revenue are: royalty fees from geothermal power genera-
tion or from transportation and industrial applications, fees for the ficense of technology, operating revenue from geothermal power plant
operations, contracted and subcontracted engineering services for governmental agencies, and fees for engineering services.

Recognition of royalty revenue from geothermal power generation will occur as soon as the production quantity on which the payment is
to be based is known. We anticipate that geothermal royalty revenue will be generally set at a prescribed dollar amount per kilowatt hour
on a percentage of electric revenue and tax credits earned by the licensee. Recurring license fees or royalty payments will be recognized in
the period when earned, which coincides with the sale of electricity by our licensees, provided standard revenue recognition criteria such
as amounts being “fixed or determinable” are met.

Recognition of license fee revenue will occur when a signed agreement exists with the customer, the price is fixed or determinable, we
have delivered the license to the customer, collection of the license fee is reasonably assured, and we have no ongoing or future service
obligation. If the license agreement requires us to provide services in connection with the license over a period of time, the license fee
revenue will be recognized ratably over the contractual period.

Recognition of revenue related to contracted and subcontracted engincering services for governmental agencies with specific performance
criteria occurs when the customer agrees that the specific performance criteria have been met. Costs incurred to achieve the performance
criteria are deferred and recognized concurrent with the recognition of revenue unless they are determined to be unrecoverable. For
contracts in which the fee is estimated to equal 100% of the cost to complete the contract, we recognize revenue as the cost is incurred o
complete the project using zero as our estimate of profit under the percentage-of-completion method.

Recognition of revenue related to engineering services will depend on whether the revenue is contingent on deliverables required by the
agreement. If the fee is non-refundable, we have no specific milestones to meet, and there are no required performance criteria, we recog-
nize the revenue as the cost is incurred to complete the project on the percentage-of-completion basis. For agreements with specific mile-
stones that must be met before payment becomes due, we recognize the revenue ac the completion of each milestone on the percentage of
completion basis. Costs incurred to achieve the milestones are deferred until the recognition of the telated revenue unless such costs are
determined not 1o be recoverable. In the period when estimarted costs exceed projected revenues, we recognize a loss on the contract.

Recognition of royalty revenue will occur when the production quantity on which the payment is to be based is incurred.

Equity Based Compensation

Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123(R), “Share-Based Payment”
(SFAS No. 123R). Under the revised standard, companies may no longer account for share-based compensation transacrions, such as
stock options, restricted stock, and potential payments under programs such as the Company’s Amended and Restated 2004 Long-Term
Incentive Plan using the intrinsic value method as defined in APB Opinion No. 25, "Accounting for Stock Issued to Employees” (APB
25). Instead, companies are required to account for such equity transactions using an approach in which the fair value of an award is
estimated at the date of grant and recognized as an expense over the requisite service period.

Compensation expense is adjusted for equicy awards that do not vest because setvice or performance conditions are not satisfied. How-
ever, compensation expense already recognized is not adjusted if market conditions are not met, such as for stock options which expire
“out-of-the-money”, or options which expire unexercised. The new standard was adopted using the modified prospective method and
beginning with the first quarter of 2006, the Company reflects compensation expense in accordance with SFAS No. 123R transition pro-
vision. Under the modified prospective method, the effect of the standard is recognized in the period of adoption and in future periods.
Prior periods have not been restatéd to reflect the impact of adopting the new standard.
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For performance-based equity compensation, manageMment assesses the likelihood that the event will successfully occur and computes the
fair value of the instrument at each quarterly balance sheet date. When the performance is assessed as “probable”, expense is recognized
on a pro rata basis over the estimated service period. When the performance is assessed as less than “probable”, no expense is recognized.

The Company issues shares of common stock as payment for services or purchase of assets to certain service providers, contracrors and
other non-employees. In accordance with EITF 96- 18 “Accounting for Equity Instruments That Are Issued to Other Than Employees
for Acquiring, or in Conjunction with Selling, Goods'or Services”, stock issued for services is valued based on the fair value of the stock
on the carlicr of the date of a performance commitment agreement or the date when performance is completed. Expense is recognized
over the requisite service period of the stock award. ‘

|
Stock issued for the purchase of assets is also valued based on the fair value of the stock on the date the stock is issued or required to be
issued per the purchase agreement, or the fair value of the assets acquired, whichever is more readily determinable. The assets are recorded
based on the more readily determinable fair value of thc stock issued or the assets acquired.

Prior o ]anuary 1, 2006, no stock-based compensation expense was recognized for stock options as no options were granted to employees
at less than market prices on the dates of grant. The Compa.nys net loss and loss per share for 2005 would have been increased to the pro
forma amounts shown below if compensation expense had been determined based on the fair value at the grant dates in accordance with
SFAS No. 123, “Accounting for Stock-Based Compcnlsation," and SFAS No. 148, “Accounting for Stock-Based Compensation — Transi-
tion and Disclosure an amendment of FASB Statement No. 123.” .

Year Ended December 31
| 2005 2004
Net loss applicable to common sharehold-
ers as reported $(14,609,056) $(11,282,781)
Deduct:
Total stock-based employee compensa-
tion expense determined under fair
value based method (1,833,065) (2,208,831)
Net loss pro forma | $(16,442,121) ${(13,491,612)
Basic and diluted - as reported $(.29) $(.24)
Basic and diluted — pro forma $(.33) $(.28)
See Note 10 for more information regarding the Company’s stock Compensation plans and the assumptions used to prepare the pro
forma information presented above.

Options granted to employees are valued by applying the fair value based method to stock-based employee compensation in each period
utilizing the Black-Scholes option pricing model, a generally accepted valuation mode! for determining the fair value of options. The
maximum term of each option is ten years. Wich respect to stock options granted during the years ended December 31, 2006, 2005 and
2004, the assumptions used in the Black-Scholes optll)n—pncmg model were as follows:

Year ended December 31,
2006 | 2005 2004
Risk-frec interest rate 4.35 -5.19% 2.80 -4.25% 2.79 —4.75%
Expected dividend yield 0.0% 0.0% 0.0%
Volatility 109 -1 17% 111 -115% 93 ~103%
Expected exercise life {in years) 6.0 0.25-6.0 3.0-10.0

'The risk-free intetest rate is based on a yicld curve of interest rates at the time of the grant based on the contractual life of the option.
Expected dividend yield is based on the Company’s dividend history and anticipated dividend policy. Expected volatility is based on his-
torical volatility for the Company’s common stock. Expected exercise life is based on management estimates of future attrition and early
exercise rates, giving consideration to employee exercmc behavior since filing of our initial S-8 registration statement for our Amended
and Restated 2004 Long Term Incentive Plan on Maich 3, 2005.
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Loss per Share of Common Stock

The computation of basic (loss) earnings per common share is based on the weighted average number of shares outstanding in accordance
with SFAS 128, “Earnings Per Share”.

Stock watrants, stock options and unvested share awards are not included in the calculation of dilutive loss per common share because the
Company has experienced operating losses in all periods presented and, therefore, the effect would be anti-dilutive. Also see Note 11 for
potentially dilurtive shares.

Note 3. Note Receivable

During the second quarter of 2006, the Company entered into promissory notes (the “Notes”) with Amp Resources, LLC (*Debtor”)
pursuant to which the Company loaned approximately $5.5 million to Debtor. On September 2, 2006, the Company signed a new
promissory note {“Revised Note”) with Debtor affirming the $5.5 million un-secured obligation. In addition, an inter-creditor agreement
was signed by the Company, Debtor and certain Debtor cteditors on the same date. The entire unpaid principal balance and accrued; -
but unpaid, interest under the Revised Note was duc and payable two business days after the earlier to occur of March 1, 2007 or the
achievement by Debtor of certain other milestones involving certain geothermal power production projects of Debtor (the “Geothermal
Projects”), including but not limited to the sale or financing of certain of the Geothermal Projects, the sale or assignment of contracts
covering certain of the Geothermal Projects, or the consummation of corporate level financing ot refinancing of Debrtor by one or more-
third partics. Payments of principal ot interest under the Revised Note are subordinate to certain obligations of Debtor. The due date of
the Revised Note was subsequently extended from March 1, 2007 to March 22, 2007.

Through March 1, 2007, this Revised Note accrued interest at a rate of 10% per annum, compounded annually. Beginning March 2,
2007, the interest rate increased to 18% per annum. The principal and interest of the Revised Note may not be prepaid in whole or in
part, without premium or penalty, without the prior written consent of the holders of two thirds of the equity interests of Debtor. The
principal and interest on the Revised Note is unsecured and non-negotiable, but can be assigned or transferred with the written approval
of Debtor prior to a certain date and can be assigned or transferred without restriction on or after that date {see collection of the Revised
Note in Note 16 subsequent events below).

The Company recognized $404,522 and $0 of interest income on the Note Receivable in the year ended December 31, 2006, and 2005,
respectively. Interest receivable totaled $404,522 and $0 at December 31, 2006 and 2005, respectively.

Note 4. Equipment, net
Equipment consisted of the following at December 31:

2006 2005
Office software $18,052 $10,067
Office equipment 221,019 188,941
Engineering software 254,662 211,545
Engineering equipment 371,178 233,968
Demonstration vehicles 27,013 27,013
Marketing equipment 12,250 12,250
Leasehold improvements 57,575 —
Total 961,749 683,784
Accumulated depreciation (280,720)  (103,258)
Net Equipment $681,029 $580,526

Note 5. Unproved Property and Prepaid Delay Rentals

On December, 22, 2006, Raser, through its subsidiary Raser-Power Systems, LLC, entered into a geothermal lease agreement with

the owner of three ranches in Nevada. Under the lease agreement, Raser obtained the right to begin development and construction of
geothermal power plants on the three ranches, consisting of approximately 11,600 acres, and to pursue similar projects on 3.0 additional
million acres of land in which the owner may have geothermal rights. The initial lease term is 50 years, subject to extension for as long as
Raser is actively pursuing or generating resources from the leased lands.

As part of the overall consideration for the geothermal lease agreement, Raser agreed to make an up-front payment of $25,000-in cash,

as a lease bonus, to cover the first year rental obligation, and issue to the owner 25,000 restricted shares of Raser common stock that
had a fair value of $115,250 on the grant date. These costs have been capitalized and classified as unproved property and prepaid delay
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rentals. Certain legal fees incurred to acquire the geothermal lease agreement were also capitalized as unproved property totaling $8,100.
Additionally, Raser agreed to pay $50,000 as an advance against future delay rentals and/or royalties beginning in the second year of the

agreemenr.

Raser also committed to grant 25,000 restricted shares of Raser common stock, contingent upon successfully placing a geothermal power
plant in operation upon the leased lands. When the shares become unrestricted and are sold by the land owner, the total market value of

che shares will be credited as an advance toward future rentals and royalty payments. Management has assessed the likelihood of placing a
geothermal power plant in operation in accordance with this lease as “reasonably probable” and, accordingly has not recorded the related

asset, Unproved property and prepaid delay rentals are not amortized.

Once reserves are discovered, the unproved property is classified as a “proved” property and capitalized costs are amortized using the unit-
of-production method based on total estimated reserves. As of December 31, 2006, the propetties are still in the exploratory phase and
have not been evaluated for viability, generating capacity, or potential reserves.

|
Note 6. Intangible Assets, net :
At December 31, 2006 and 2005, the Company had capitalized costs directly related to internally developing, maintaining or restoring
patents and trademarks totaling $463,757 and $295,319, respectively. The accumulated amortization related to patencs ac December 31,
2006 and 2005 totaled $25,002 and $12,198, rcspcct'ivcly. Since trademarks are considered to have indefinite lives, the costs of trade-

marks are not amortized. l

|
December 31,

2006 | 2005
Patents $351,7?3 $261,729
Trademarks 112,004 33,590
Patents and Trademarks at Cost 463,7i57 295,319
Accumulated Amortization (25,002} (12,198)
Net Patents & Trademarks $438,755 $283,121

Amortization expense relating to patents totaled $16,000 for the year ended December 31, 2006 and amortization expense for the suc-
ceeding five years is $18,237 per year or $91,185.

Abandoned or impaired patents and trademarks are wricten off in the period when the impairment occurred and 2 loss is recorded based
upon the historical cost less accumulated amortization of the asset. For the years ended December 31, 2006, 2005 and 2004, losses relat-
ing to abandonment of patents and trademarks total $47,965, $0 and $0, respectively.

On September 2, 2006, we setcled a law suit wherein a newly formed subsidiary of Raser received a global license {¢xcluding Australia,
New Zealand, South Africa, and Canada) for certain key heat transfer technologies including geothermal, waste heat recovery and bot-
tom-cycling applications. While there were no direct payments to obrain chis license, approximarely $125,263 of external expenses associ-
ated with reaching the settlement during the third quarter of 2006 were capitalized as the intangible cost of obtaining the license.

Costs incurred to acquire the global heat transfer tech;nology license are amortized on a straight-line basis over the estimated useful life of
the related patents underlying and accompanying the license, over 11.5 years. Accumulated amortization at December 31, 2006 totaled
$3,631. Amortization expense relating to the global heat transfer technology license for the succeeding five years is $10,891 per year, or
$54,456. ‘

Note 7. Deferred Acquisition Costs L

Costs incurred that are directly related to the completion of a proposed acquisition are deferred on the balance sheet and capitalized as
part of the purchase price if the transaction is completed. Such costs are expensed if the potential acquisition is no longer considered
probable by management. :
Consistent with this policy, approximately $955,000 of acquisition costs relating to a proposed acquisition had been expensed during the
year ended December 31, 2005. In additien, in antic'}pation of the Amp Resources acquisition, approximately $807,000 of acquisition
costs incurred during the first two quarters of 2006 were expensed in the second quarter of 2006. At December 31, 2006 and 2005 the
deferred acquisition costs balance was $0.




Note 8. Contingencies and Commitments
The Company has entered non-cancelable operating leases for its business facility and a testing facility. The Company has commitments
under these leases that extend through August 31, 2011.

On December, 22, 2006, Raser, entered into a 50-year geothermal lease agreement. Under the lease agreement, Raser obtained the right
to begin development and construction of geothermal power plants on three ranches in Nevada, consisting of approximately 11,600
acres, and to pursue similar projects on 3.0 million additional acres of land in which the owner may have geothermal rights. The initial
lease term is subject to extension for as long as Raser is actively pursuing or generating resources from the leased lands.

As part of consideration for the 50-year geothermal lease agreement, Raser has agreed to pay approximately $34,800 per year in rent
beginning in year two which continues throughout the lease term as an advance against royalties, and certain royalties on the sale of any
geothermal resources produced from the leased lands. To date, the properties are still in the exploratory phase and have not been evalu-
ated for viability, generating capaciry, or potential reserves. According to the geothermal lease agreement, the Company, at its sole discre-
tion, may surrender portions of the land or the land in its entirety that the Company does not intend to utilize thereby reducing the rent
obligation.

Future minimum lease payments under non-cancelable operating leases as of December 31, 2006 were as follows:

Year Ending December 31, Minimum lease payment
2007 $238,510
2008 244,154
2009 204,227
2010 176,235
2011 119,177
Total minimum payments $982,303

Total rent expense for the years ended December 31, 2006, 2005 and 2004, was approximately $226,000, $143,000 and $100,000,
respectively.

As of December 31, 2006, we did not have any letters of credit or repurchasc obligations.

On September 2, 2006, the Company entered into a license and sublicense agreement for heat transfer technologies through a wholly
owned subsidiary of Raser, Raser — Power Systems, LLC. We also entered into a guaranty on behalf of the subsidiary to irrevocably and
unconditionally guarantee full and prompt payment and performance of all the subsidiary obligations under the license and sublicense
agreement. The guaranty will remain in full force and effect until satisfaction in full of all the subsidiary’s obligations under the agreement
and is binding on any successors, and inures to the benefit of any third party successor or assignees. The maximum potential amount of
future payments under this guarantee cannot be estimated, but payment obligations will be limited to a fraction of expected cash flows
from developed projects that utilize the heat transfer license.

The Company has a contractual obligation to deliver 151,665 shares of Raser common stock ratably from January 3, 2007 to Septem-
ber 19, 2007 to a former employee. The fair values of these shares have been expensed during the years ended December 31, 2006 and
2005 totaling $772,000 and 176,000, respectively.

Note 9. Preferred Stock and Warrants
The Company has authorized 5,000,000 shares of preferted stock.

Series B Preferred Stock

In 2004, the Company sold 4,240.5 shares of Series B 7%, $.01 par value, convertible non-voting preferred stock (“Series B Preferred
Stock”) in exchange for net proceeds of approximately $3.9 million. On January 20, 2005, the Company converted all outstanding Series
B Preferred Stock pursuant to the terms of the Certificate of Designation. Accordingly, at December 31, 2006 and 2005 there were no
shares outstanding, respectively.
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Dividends

The holders of the Series B Preferred Stock are entitled to dividends at the rate of 7 percent per year of the value of their investment, pay-
able quarterly, in either cash or shares of Raser comnion stock. Dividends are cumulative. The Company elected to pay all dividends in
cash rtoraling $66,206, and $7,536 during 2004 and'2005, respectively. The Company’s dividend obligation ceased upon conversion of all
outstanding Series B Preferred Stock shares on January 20, 2005.

Series B Warrants
Holders of Series B Preferred Stock were granted cash-only exercise warrants equal to 25% of the common stock available to them upon
conversion at an exercise price of $8.55 per share, As of December 31, 2004 no prefetred shareholders had exercised their warrants from
the Series B Preferred Stock offering. During the yealr ending December 31, 2006 and 2005, 6,000 and 342,744 warrants were exercised
by holders of Series B Preferred Stock, providing apprommately $51,300 and $2,930,000 in cash to the Company. 63,947 warrants were
outstanding and unexercised at December 31, 2006.

Series B Warrant Price Reset Feature
In conjunction with issuing the Series B Convertible Preferred Stock, Raser issued 412,691 warrants that contained an exercise price

reset feature based upon certain conditiens and events that would cause the warrant exercise price for outstanding warrant holders to be
adjusted downward to fair value of the common stock on the date when the event occurred. In November 2006, we issted shares to a
service provider which triggered the warrant re-pricing feature in 63,947 outstanding and exercisable warrants. Accordingly, the outstand-
ing warrants previously exercisable for $8.55 per warrant were reset o a new exercise price of $6.05 per warrant.

Based upon the price reset feature in the Series B warrant agreement, further warrant pricing resets may occur given the occurrence of
cerrain conditions and events.

The following table summarizes the warrants issued, outstanding and exercisable at December 31, 2006:

Series B Warrants

Grant dates ]ul)'r ~Sept, 2004
Exercise price $6.05
Expiration date October 5, 2007
Warrants outstanding and exercisable 63,947
Proceeds if exercised $386,879

Registration Rights Agreement
The Series B preferred stock securities purchase agreement provides the purchasers of the Series B preferred stock and the related Series
B warrants with certain rights to register shares of common stock and rights to remain continuously effective until all Series B preferred
shares and Series B warrants are exercised or expired.|In September 2004, all of the ourstanding Series B preferred shares and certain of
the Series B warrants were converted into shares of common stock under the original SB-2 registration filed on September 20, 2005.
According to the agreement, we failed to maintain a It:om:inuousl)r effective registration for the common shares issuable upon exercise of
Series B warranus as required by the stock securities purchase agreement, resulting in liquidating damages and interest toraling $96,000
for the year ended December 31, 2006. The Company intends to comply with the requirements of the stock securities purchase agree-
ment as soon as practicable, and as such, the future Liability associated with the registration rights is believed to be insignificant.

Convertibility
Series B Preferred Stock was convertible into the Company’s common stock by dividing $3.50 into the value of the investment at $1,000
per preferred share.

During 2004, 3,107 shares of Seties B Preferred Stock were converted into 887,566 shares of the Company’s common stock and the
remaining 1,133.5 Series B Preferred shares were cc)n:verted into 323,995 shares of the Company’s common stock in 2005. As a result of
the warrants granred in connection with the sale of Series B Preferred Stock and the beneficial conversion feature inherent in the conver-
sion rights and preferences of Series B Preferred Stock the Company recognized a deemed dividend of $4,240,500 upon issuance of the
Series B Preferred Stock in 2004. This deemed dividend was calculated based on the conversion price above at the time of conversion. Be-
cause the Company has an accumulated deficix, dividends were recorded as additional paid-in-capital and had no affect on that account.
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Series C Preferred Stock

In 2005, the Company sold 20,000 shares of Series C, $.01 par value, convertible preferred stock (“Series C Preferred Stock”) in exchange
for net proceeds of approximately $18.4 million. As of December 31, 2005 there were no shares outstanding, The offering price was
$1,000 per share. All shares of Series C Preferred Stock were converted to common stock during 2005,

Dividends
There were no dividends associated with the Series C Preferred Stock offering. In addition, the Comparny agreed that it would not pay any
dividends out of any assets on any of its capital stock at any time prior to the maturity date for the Series C Convertible preferred stock.

Warrants

In connection with the Series C Preferred Stock, the Company issued warrants exercisable into 166,666 shates of common stock at an
exercise price of $24 per share. The fair value of the warrants, based on the Black-Scholes option pricing model, was determined to be
$1,381,595. After allocating this amount to the warrants, and after allocating $37,117 to the redemption feature embedded derivative,
the beneficial conversion feature of the Series C Preferred Stock was determined to be $4,249,993; resulting in a combined deemed divi-
dend and beneficial conversion feature of $5,668,704. This amount was reflected as additional ner loss to compute ner loss applicable to
common sharcholders.

The exercise price for the 166,666 outstanding warrants issued in connection with the Series C Preferred Stock financing was determined
on the mandatory conversion date to be $18.192 per warrant share. These warrants expired unexercised on August 2, 2005.

Convertibility

The shares of Series C Preferred Stock were convertible at the option of the holders into shares of common stock, and were initially con-
vertible into 833,332 shares of common stock ar an initial conversion price of $24.00 per share, which was calculated at a 9% discount
to the average closing price for the 10-trading day period ending on March 31, 2005. A total of 3,568 shares of Series C Preferred Stock
were converted at a conversion price of $24.00 per share into 148,666 common shares during the optional conversion period in the
second quarter of 2005.

Pursuant to the Certificate of Designation of the Preferences, Rights and Limitations of the Series C Preferred Stock (the “Certificate of
Designarion™}, all of the ourstanding shares of Series C Preferred Stock were automatically converted into shares of Common Stock on
July 3, 2005 (the “Mandatory Conversion Date™). Pursuant to the Certificate of Designation, the conversion price at which the outstand-
ing shares of Series C Preferred Stock were converted into common stock on the Mandatory Conversion Date was equal to the average
trading price of the Company’s common stock during the ten day trading period beginning on June 20, 2005 and ending on July 1,

2005 (the “Reser Provision”), which was $18.192 per share of common stock. Accordingly, 16,432 shares of Series C Preferred Stock were
converted into 903,253 shares of our common stock on the Mandatory Conversion Date.

In accordance with the Share Contribution Agreemenr dated April 7, 2005 between the Company and Mr. Kraig T. Higginson, Executive
Chairman of the Company’s Board of Directors, 218,587 common shares were transferred by Mr. Higginson to the Company to offset
the dilutive effects of the conversion of shares of Series C Preferred Stock into shares of the Company’s commen stock on the Mandatory
Conversion Date. Because the Company did not pay any amount for these shares and the shares were not transferred as payment for any
services, the transfer by Mr. Higginson was recorded as a reduction in the par value of the Company’s common stock with an offsetting
amount in additional paid-in capital. Therefore, there was no net effect on stockholders’ equity.

The Company granted registration rights for all of the shares of common stock underlying the Series C Preferred Stock. In accordance
with the agreement with the selling shareholders, the Company was required to timely obrain and maintain effectiveness of the registra-
tion statement, or pay the selling shareholders as liquidated damages an amount equal to 0.67 of one percent of the aggregate purchase
price of the Series C Preferred Stock for every 30 day period, or part thereof, in which the Company remained delinquent in meeting its
registration obligations, with a maximum of 8% of the selling price of the Series C Preferred Stock. This registration statement was filed
on April 20, 2005 and was declared effective by the Securities and Exchange Commission on May 4, 2005.

On August 24, 2005, the Company filed prospectus supplements with the Securities and Exchange Commission to incorporare into

the Registration Statements on Form SB-2 the Quarterly Report on Form 10-QSB dated June 30, 2005. The Company has confirmed
that all shareholders of Series C Preferted Stock had converted their shares by the end of the third quarter of 2005, and that all warrants
related to the Series C Preferred Stock offering have expired. Accordingly, the Company does not currently plan to mainrain the effective-
ness of the Registration Statement on Form SB-2, filed on April 20, 2005.
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Embedded Conversion Feature

SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” requires certain instruments that are embedded in a host
contract to be separately identified and accounted for as derivative insttuments. The Company petformed an analysis of the embedded
conversion feature and embedded redemption feature of the Series C Preferred Stock in accordance with SFAS No. 133 and determined
that the redemption feature required separate accounting as an embedded detivative. The conversion feature was determined to be clearly
and closely related to the Series C Preferred Stock and, therefore, did not require separate accounting as a derivative in accordance with
SFAS No. 133.

‘The Company determined that the value of the redemption feature embedded derivative upon issuance of the Series C Preferred Stock
on April 11, 2005 was $37,117. This amount was recorded as a derivative liability and a correspending discount to the Series C Preferred
Stock. The discount to the Series C Preferred Stock was immediately accreted as a deemed dividend, resulting in a decrease to additional
paid-in capiral, since the Series C Preferred Stock was immediately convertible and did not have a stated life. Upon the conversion of

the Series C Preferred Stock to common stock, the fair value of the redemption feature embedded derivative was determined to be $0.
Therefore, the change in the value of the redemption feature embedded derivative of $37,117 was recorded as a gain in the consolidated
statement of operations. '

Note 10. Common Stock |

Stock-Based Compensation I

In March 2004, our Board of Directors {the “Board” ) adopted the Raser Technologies, Inc. Amended and Restated 2004 Long-Term
Incentive Plan (the “Plan™}, and in May 2004, our board recommended and the stockholders approved the Plan. The Plan was adopted
to facilitate (1) grants of a wider range of stock incentive awards, including restricted stock, stock appreciation rights, performance shares
and performance units, (2) an automatic annual increase to the number of shares of common stock reserved for issuance under the Plan
beginning in 2005 equal to the lesser of 1,750,000 sbarcs of common stock, 3% of the outstanding shares of common stock on the first
of each fiscal year, or an amount determined by the Board, and (3) optional automatic, nondiscretionary annual stock option grants for
employees and non-employee directors. As of December 31, 2006, we were authorized to issue up to 6,265,462 shares of common stock
pursuant to the Plan.

On July 3, 2006, the Compensation Committee of the Board of Directors of Raser approved a new compensation plan for its outside
directors. The standard equity package under the nexlv plan will consist of stock awards, each award having a nominal value of $95,000 as
of the date of the Annual Meeting of Sharcholders (wnth the actual share award rounded to the nearest round lot of 100 shares). Current
outside directors are allowed to transition to the new plan by making an clection within 30 days of the plan’s adoption by the Compensa-
tion Committee or the Annual Meeting of Shareholders in subsequent years. Any director who elects to adopt the new plan will retain

all options vested up ro that point under previous compensation arrangements and forfeit all unvested options. During the year ended
December 31, 2006, three of the eligible outside dlrlectors chose to adopt the new plan. Accordingly, the three outside directors forfeited
a cumulative total of 156,667 unvested options and. were granted a total of 10,600 shares each to be delivered on June 27, 2007, one year
after the 2006 Annual Meeting of Shareholders.

'The effect of adopting SFAS No. 123R as of January 1, 2006 for the year ended December 31, 2006 was to record approximarely
$3,108,000 of stock-option based compensation cxpcnsc to employees. Prior to fully adopring the standard, the Company had been
expensing the fair value of stock options granted to contractors, and the fair value of shares of common stock granted to contractors and
employees. For the years ended December 31, 2006, 2005 and 2004, the Company has allocated stock-based compensation expense,
including the amount recorded for the effect of adopring SFAS 123R, the amount recorded for stock grants and the amount recorded for
options granted to contractors to the following statt%mcnt of operations captions:

| Year ended December 31,
2006 2005 2004
General and administrative $9,080,741 $2,841,151 $3,328,747
Research and development i,507,001 477,000 737,080
Total stock-based compensation $10,587,742 $3,318,151 $4,065,827

During the year ended December 31, 2006, we granted to our employees and directors 67,800 shares of common stock and options to
purchase an aggregate of 481,500 shares of common stock. During the years ended December 31, 2005 and 2004, we granted to our em-
ployees and directors 40,000 and 1,025,000 shares 'of common stock, respectively, and options to purchase an aggregare of 757,000 and
1,035,000 shares of common stock, respectively. Dimng the years ended December 31, 2006 and 2005, 58,200 and 750 vested options
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expired “out of the money” and were nor exercised, respectively. No vested options.expired during 2004. During the years ended Decem-
ber 31, 2006 and 2005, employees forfeited 108,800 and 77,861 of unvested options ro purchase shares of common stock, respectively.
No unvested stock options were forfeited during 2004.

During the year ended December 31, 2006, 316,668 unvested stock grant shares were forfeited and 220,833 shares of common stock
were granted to two former employees in settlement of employment arrangements. Approximately $4.1 million of non-cash equiry ex-
pense was recognized in year ended December 31, 2006 related to these settlements.

Stock options and warrants granted to non-employees for services are accounted for in accordance with EITF No. 96-18 which requires
expense recognition based on the fair value of the options/warrants. The Company calculates the fair value of oprions and warrants
granted by using the Black-Scholes pricing model. During 2004, the Company granted options to purchase 250,000 shares of common
stock for services. The issuance of these options resulted in general and administrative expense of $499,168 in 2004 and $268,783 in
2005. During 2004, the Company issued warrants to purchase 25,000 shares of common stock for services. The issuance of these war-
rants resulted in general and administrative expenses of $53,880 in 2004. There were no options ot warrants issued for setvices in 2005 or
2006.

During the year ended December 31, 2006, the Company issued 66,000 shares of common stock as a result of option exercises, and
6,000 shares of common stock as a resule of warrant exercises.

During the third quarter of 2006, Raser committed to grant an unspecified amount of shares 1o a service provider in connection with
their performance of financing services, merger and acquisition services and assistance in obtaining our geothermal heat transfer license.
These services were completed on September 2, 2006. On November 2, 2006, Raser agreed to grant 300,000 shares of unregistered com-
mon stock to this service provider. The stock was valued on the date when services were completed and the full value of the award was
recognized totaling $1,341,000.

On December 22, 2006, Raser issued 25,000 restricted shares of Raser common stock as part of the overall consideration to acquire the
50-year Geothermal Lease Agreement with the owner of three ranches in Nevada. The common stock had a fair value of $115,250 on the
grant date. These costs have been capitalized and classified as unproved property and prepaid delay rentals.

During 2005, the Company issued 17,000 shares of common stock for consulting services valued at $323,124. During 2005, the
Company converted 1,133.5 shares of Series B Convertibie preferred stock into 323,995 shares of common stock based on the conver-
sion terms of the Series B Convertible preferred stock. The Company converted 20,000 shares of Series C Convertible preferred stock
into 833,332 shares of common stock based on the conversion terms of the Series C Convertible preferred stock. The Company received
218,587 common shares from the Company’s Chairman of the Board to the Company to offset the dilutive effects of the conversion of
shares of Series C Preferred Stock into shares of the Company’s common stock on the mandatory conversion date. These shares were is-
sued 1o Series C Convertible Preferred Stockholdets as a result of the conversion. The Company issued 136,389 shares of common stock
as a result of option exercises, and 353,429 shares of common stock as a result of warrant exercises. A service provider returned 169,800
shares to the Company in settlement of a dispute.

During the year ended December 31, 2004, the Company converted debt of $200,000 in exchange for 100,000 shares of common stock,
or at $2.00 per share. The Company issued 687,500 shares of common stock in conjunction with the employment contracts of cerrain
key employees. These shares resulted in compensation expense of $3,048,785. The Company issued 104,479 shares of common stock for
consulting services valued at $463,995. The Company converted 3,107 shares of Series B Convertible preferred stock into 887,566 shares
of common stock based on the conversion terms of the Series B Convertible preferred stock. From February to June, 2004, the Company
sold 522,300 shares of its common stock to cermain aceredited investors, at a price of $2.00 per share.

Warrants were granted to preferred stock holders and the investment banker in connection with our Series B preferred stock offering in

the third quarter of 2004. Warrants were granted to preferred stock holders in connection with our Series C Convertible preferred stock
offering in the second quarter of 2005.
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The activity for stock options and warrants during the years ending December 31, 2006, 2005 and 2004, respectively is summarized as
follows: 1

{

i

Number of Options Weighted Average Aggregate Inerinsic
and Warranes Exercise Price Value

Qusstanding at January 1, 2004: | — $0.00

Granted 1,822,691 5.10

Exercised (114,315) 3.44

Expired or forfeited ‘ — 0.00
Outstanding at December 31, 2004: 1,708,376 $5.21 $10,661,808

Granted 948,666 17.06

Exercised . {489,818) 7.13

Expired or forfeited ‘ (245,277) 14.54
Qurstanding at December 31, 2005: 1,921,947 $9.38 $14,138,610

Granted [ 481,500 9.18

Exercised (72,000) 412

Expired or forfeited (323,667) 18.63 i
Qurstanding at December 31, 2006: I 2,007,780 $7.95 $2,188,606
Exercisable at December 31, 2004: 1,244,388 $5.47 $7.442,980
Exercisable at December 31, 2005: 1,135,597 $5.23 $12,377,450
Exercisable at December 31, 2006: | 1,323,222 $5.93 $2,161,924

"The total intrinsic value of options and warrants exercnsed in the years ended December 31, 2006, 2005 and 2004 was approximately
$598,895, $7,584,404 and $267,986 respecrively. 'Ihc cash received from exercises of options and warrants in the years ended Decem-
ber 31, 2006, 2005 and 2004 was approxtmatcly $296.600, $3,457,656 and $393,661, respectively.

The following rables summarize certain stock option and warrant informartion at December 31, 2006:

Outstanding Options and Warrants Fully Vested and/or Expected to Vest

Weighted average Weighted average
Range of exerxise price Number contractual life exercise price Intrinsic value
$3.00 - $5.51 1,054,000 : 541 $4.05 $2,184,130
$6.00 - $9.10 451,447 ; 6.95 7.94 4,476
$12.05 - $17.20 469,000 ! 8.83 15.44 —
$18.25 - $25.95 33,333 ' 8.30 25.95 —

Toral 2,007,780 ' 6.61 $7.95 $2,188,606

Outstanding Options and Warrants Fully Vefsted and Exercisable

Wiighted average Weighted average
Range of exercise price Number lcontractual life exercise price Intrinsic value
‘$3.00 - $5.51 1,035,667 5.44 $4.14 $2,157.447
$6.00 - $9.10 151,447 5.33 7.30 4,476
$12.05 - $17.20 - 102,775 8.80 15.45 —
$18.25 - $25.95 33,333 8.30 25.95 —
Total 1,323,222 | 5.76 $5.93 $2,161,923
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The following table summarizes the non-vested stock options at December 31, 2006:

Non-Vested Option Grants

Weighted average per option

Number of Options fair market value

Non-vested at January 1, 2004: — $0.00
Granted 1,285,000 3.47
Vested (821,112) 330
Forfeited —_ .00
Non-vested at December 31, 2004; 463,888 $3.79
Granted 782,000 15.05
Vested (381,677) 7.18
Forfeited (77,861) 5.9
Non-vested at December 31, 2005: 786,350 $13.13
Granted 481,500 7.91
Vested (317,825) . 8.99
Forfeited (265,467) 15.97
Non-vested at December 31, 2006: 684,558 $10.28

The following table summarizes the non-vested stock awards at December 31, 2006:

Non-Vested Share Awards

Weighted average per option

Number of Options fair market value

Non-vested at January 1, 2004: — $0.00
Granted 1,937,500 3.88
Vested (842,832) 3.76
Forfeited — 0.00
Non-vested at December 31, 2004: 1,094,668 $3.98
Granred 42,500 17.93
Vested (485,333) 4.59
Forfeited — 0.00
Non-vested at December 31, 2005: 651,835 $4.43
Granted 616,133 10.17
Vested (887,583) 8.23
Forfeited {316,668) 3.87
Non-vested at Decemnber 31, 2006: 63,717 $9.79

Vested and undelivered shares relating to delayed share delivery schedules for a former employee and a current officer totaled 289,165
shares and had a weighted average fair market value of $4.73 per share at December 31, 2006.

As of December 31, 2006, there was $6,819,525 (pre-tax) and $350,116 (pre-tax) of unrecognized compensation expense related to '
non-vested stock option and stock award grants, respectively. This expense is expected to be recognized over a weighted average period of

2.36 years. At December 31, 2006, the following table summarizes the unrecognized compensation expense expected to be recognized in
future periods.

/_'/v
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Stock-based compensation expense (pre-tax}

2007 $2,264,153
2008 1,716,937 .
2009 1,681,459
2010 1,361,346
2011 145,746
Total: $7,169,641

Net Share Issuance .

During the second quarter of 2006, the Company satisfied an obligation to deliver 250,000 shares to a former employee pursuant to an
employment arrangement by delivering 150,707 shates to the employee, and deducting 99,293 shares from the grant amount in lieu of
payroll taxes. The Company then paid approximately $1 million in payroll taxes related to this transaction.

Contingent Options and Share Grants |

During the third quarter of 2006, the Company commirted to grant 50,000 options to a key technical employee contingent upon the at-
rinment of certain performance objectives. Management has re-assessed its initial determination of the likelihood of completing the con-
tingent requirements from “probable” to “reasonably probable” in accordance with definitions in SFAS No. 5, “Accounting for Conrin-
gencies” and, accordingly has not recognized equity (I:ompcnsation relating to the contingent options during the fourth quarter of 2006.

On December 22, 2006, Raser entered into a SO-ycalr Geothermal Lease Agreement to obtain the right to begin development and con-
struction of geothermal power plants on properties in Nevada consisting of 11,600 acres, and to pursue similar projects on 3.0 millien
additional acres of land which the owner may have geothermal rights. As part of the consideration of the geothermal lease agreement,
Raser committed to grant 25,000 restricted shares of Raser common stock, contingent upon successfully placing a geothermal power
plant in operation upon the leased lands. Managemént assessed the likelihood of completing the contingent requirements as “reasonably
probable” in accordance with the definition in SFAS No. 5, “Accounting for Contingencies” and, accordingly has not recognized equity
compensarion relating to the contingent shares dLll'il:'lg the fourth quarter of 2006.

Note 11. Net Loss Per Common Share

Basic net loss per common share (“Basic EPS”) is compurted by dividing the net loss by the weighted average number of common shares
ourstanding during the period. Diluted net loss per common share {“Diluted EPS”) is computed by dividing net loss by the sum of the
weighted average number of common shares outstanding and the weighted average dilutive common share equivalents then outstanding.
The computation of Diluted EPS does not assume exercise or conversion of securities that would have an anti-dilutive effect. Com-
mon share equivalents consist of shares issuable upon the exercise of options and warrants to purchase common stock, the conversion of
any convertible debentures and related accrued intefest, and shares issuable upon conversion of any preferred stock. There were 63,947
and 69,947 shares of common stock issuable upon ¢xercise of warrants that were outstanding on December 31, 2006 and 2005 respec-
tively; 247,000 and 250,000 stock options granted to a contractor that were outstanding on December 31, 2006 and 2005 respectively;
unvested and fully-vested and undelivered stock gra!nts totaling 352,882 and 1,065,000 were outstanding on December 31, 2006 and
2005, respectively; 1,696,833 and 1,602,000 employec and director options to purchase shares of common stock thar were outstanding
at December 31, 2006 and 2005 respectively were rimt included in the calculation of diluted net loss per share because their effect was
anti-dilutive.

Note 12. Business Segments

The basis for presenting segment information results generally is consistent with the Company’s overall operating practices. The Company
reports operating segment information in accordan:cc with Financial Accounting Standard Board Statement No. 131, “Disclosure About
Segments of an Enterprise and Related Information,” which establishes reporting standards for disclosure of operating segments. All con-
solidating items and corporate administrative cosrsiarc included in Corporate and Other.

Prior to 2006, the Company operated in one business segment, Transportation and Industrial. Beginning in 2006, Raser began to pursue
opportunitics to develop technologies in the Power Systems market to supplement the development of technologies targeted for the
Transportation and Industrial markets. Accordingly, the presentation below comprises financial information relating to the year ended
December 31, 2006 only. &
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Transportation and

As of and for the Year Ended December 31, 2006 Industrial Power Systems Corporate and Other Total
Revenues $122,732 $0 $0 $122,732
Segment Operating Loss (4,342,133} (2,356,405) (12,560,628} (19,259,166)
Depreciation and Amortization 133,047 3,631 65,556 202,234
Fixed Asset Purchases 237,901 148,350 40,064 426,315
Total Assets $956,224 $6,272,056 $4,177,167 $11,405,447

Included in total assets for the Power Systems segment is the Note Receivable from Amp Resources roraling $5,952,074 and non-cash
compensation expense for service provider assistance with acquiring the heat-transfer technology license toraling $1,341,000. Non-cash
compensation expense included in the Transportation and Industrial Technology segment totaled $1,507,001.

Note 13. Suppiemental Cash Flow Information
For the year ended December 31, 2006:

s No cash was paid for interest and $200 was paid for income taxes.

* The Company recorded a nan-cash payment of 25,000 shares of the Company’s commen stack to acquire the geothermal miner-
al rights on properties in Nevada. Raser recorded the fair market value of the shares on the date the 50-year geothermal lease was
signed totaling $115,250.

* On November 2, 2006, Raser agreed to grant 300,000 shares of unregistered common stock to a service provider for assistance
with acquiring the global heat transfer technology license. The stock was valued on the date when services were completed and
the full value of the non-cash equity award was recognized totaling $1,341,000.

For the year ended December 31, 2005:

¢ No cash was paid for interest or income taxes.

* The Company exchanged 1,133.5 shares of Series B Convertible Preferred Stock and 20,000 shares of Series C Convertible Pre-
ferred Stock for 1,375,914 shares of common stock.

* The Company issued 218,587 common shares to investors pursuant to the reset provision in the Certificate of Designation
of the Preferences, Rights and Limitations of the Series C Convertible preferred stock offering. In accordance with the Share
Contribution Agreement between the Company and Mr. Kraig Higginson, Executive Chairman of the Company’s Board of
Directors, 218,587 common shares were transferred by Mr. Higginson to the Company to offset the dilutive effects of the reset
provision.

¢ The Company recorded a non-cash gain of $37,117 associated with the classification of the redemption feature of the Series C
Preferred Stock offering as an embedded detivative on the original issue date, and reclassification of thac feature to equity in ac-
cordance with SFAS No. 133 and EITF 00-19.

For the year ended December 31, 2004:

Cash of $3,500 was paid for interest and no cash was paid for incotme raxes.

* The Company recorded a beneficial conversian feature of $200,0040 related to convertible debt issued. This beneficial conversion
feature was equal to the total proceeds of the debt.

+ The Company converted $200,000 of debt into 100,000 shares of common stock.
* The Company exchanged 3,107 shares of Series B preferred stock for 887,566 shares of common stock.

Note 14. Income Taxes

At December 31, 2006, the Company had net operating loss carry-forwards available to offset furure taxable income of approximately
$28,620,000 which will begin to expire in 2023. The utilization of the net operating loss carry-forwards is dependent upon the tax laws
in cffect at the time the net carry-forwards can be utilized. The Internal Revenue Code contains provisions that likely could reduce or
limit the availability and utilization of these net operating loss carry-forwards. For example, limitations are imposed on the utilization
of net operating loss carry-forwards if certain ownership changes have taken place. The Company will perform an analysis to determine
whether any such limitations have occurred as the net operating losses are utilized. The amount of, and ultimate realization of, the
benefits from the net operating losses is dependent, in part, upon the tax laws in effect, the Company's future earnings, and other future
events, the effects of which cannot be determined. The Company has established a valuation allowance for all deferred income rax assets
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i
not offset by deferred income tax liabilities due to the uncertainty of their realization. Accordingly, there is no benefit for income taxes in
the accompanying consolidated statements of operations. Interest and penalties arising from taxing agencies are recorded as general and
administration expenses.

Deferred incomte taxes are determined based on the estimated future effects of differences berween the financial statement and income

tax reporting bases of assets and liabilities given the provisions of currently enacted tax laws and the tax rates expected to be in place. The
deferred income tax assets (liabilities) are comprised &f the following at December 31, 2006 and December 31, 2005:

December 31,

2006 2005
$11,161,000 $4,963,000

Net operating loss carry-forwards

Research and development tax credit ' 535,000 278,000
Depreciation and Amortization (37,000} (27,000)
Patents ! 1,000 —_
Accrued vacation | 6,000 —_
Stock compensation 510,000 1,015,000
Charitable contribution carry forward ‘ 2,000 200
Valuation allowance 1 (12,178,000) (6,229,200}
Nert deferred income tax asset ‘ $ —_— $ —

i
b

Reconciliations berween the benefit for income taxes at the federal statutory income tax rate and the Company’s benefit for income taxes
for the years ended December 31, 2006 and December 31, 2005 is as follows:

' December 31,

? 2006 2005
Federal income tax benefit at statutory rate | - $6,286,000 $3,050,000
Book and tax differences for warrant and stock transactions {170,000) 1,016,000
Research and development credit — net rax effect 128,000 148,000
State Tax Expensc Benefit 924,000 295,000
Other ' (41,000} (13,000)
Change in valuation allowance ‘ {7,127,000) (4,496,000)
Income tax benefit for fiscal year | $ — $ —

Note 15. Recent Accounting Pronouncements

SAB 108 !

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements. SAB 108 was issued in order to eliminate the diversity in practice
surrounding how public companies quantify financial statement misstatements. SAB 108 requires that registrants quantify errors using
both a balance sheet and income statement approachland evaluate whether either approach results in a misstated amount that, when all
relevant quantitative and qualitative factors are considered, is material. SAB 108 must be implemented by the end of the Company’s fiscal
2007. The Company has implemented SAB 108 in 2006 and has determined that the relevant effect of boch quantitative and qualitative
factors on prior year errors do not materially impact current year consolidated financial statements.

SFAS 159

In February 2007, the FASB issued FAS 159, “The Fair Value Option for Financial Assets and Financial Liabilities™. FAS 159 allows to
choose to measure many financial assets and financial liabilities at fair value. Untealized gains and losses on items for which the fair value
option has been clected are reported in earnings. FAS] 159 is effective for fiscal years beginning after November 15, 2007. Therefore, the
Company is required to adopt FAS 159 by the first quarter of 2008. The Company is currently evaluating the requirements of FAS 159
and the potential impact on the Company’s ﬁnancial:statcmcnts.
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SFAS 157 '

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurements™. SFAS 157
provides a common definition of fair value and establishes a framework to make the measuremenc of fair value in generally accepted
accounting principles more consistent and comparable. SFAS 157 also requires expanded disclosures to provide information about the
extent to which fair value is used to measure assets and liabilities, the methods and assumptions used to measure fair value, and the effect
of fair value measures on earnings. SFAS 157 is effective for the Company’s 2009 fiscal year, although early adoption is permicted. The
Company is currently assessing the potential effect of SFAS 157 on its financial statements. :

SFAS 155

In February 2006, the FASB amended SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”, and SFAS

No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”, with the issuance of SFAS

No. 155, “Accounting for Certain Hybrid Financial Instruments”. SFAS No. 155 resolves issues addressed in the earlier standards and is
effective for all financial instruments acquired or issued after the beginning of an entity’s first fiscal year thar begins after September 15,
2006. Earlier application is permitted. We do not expect the adoption of SFAS 155 on January 1, 2007 will have a material impact on the
Company's consolidated financial statements.

FIN 48

In july 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”. FIN 48 clarifies the account-
ing for income taxes by prescribing a minimum probability threshold that a tax position must meet before a financial statement benefit

is recognized. The minimum threshold is defined in FIN 48 as a tax position that is more likely than not to be sustained upon examina-
tion by the applicable taxing authority, including resolution of any related appeals or litigation processes, based on the technical merits
of the position. The tax benefit to be recognized is measured as the largest amount of benefit that is greater than fifty percent likely of
being realized upon ultimate settlement. FIN 48 must be applied to all existing tax positions upon initial adoption. The cumulative effect
of applying FIN 48 at adoption, if any, is to be reported as an adjustment to opening retained earnings for the year of adoption. FIN 48
is effective for the Company’s 2008 fiscal year, although eatly adoption is permitted. The Company has assessed the potential effect of
adopting FIN 48 and has concluded that adoption of FIN 48 will have no material impact in its financial statements,

FSP EITF 00-19-2 ,

In December 2006, the FASB issued FASB Staff Position (“FSP”} No. EITF 00-19-2, “Accounting for Registration Payment Arrange-
ments”. This pronouncement requires an entity to recognize and measure a registration payment arrangement as 2 separate unit of ac-
count from the financial instrument subject to that arrangement. If the transfer of consideration is probable and reasonably estimared at
inception, the liability should be included in the allocation of proceeds from the financing transaction. The effective date is for financial

statements issued for fiscal years beginning after December 31, 2006 and retrospective application is not permitted. We have adopted FSP
EITF 00-19-2 effective January 1, 2007.

Note 16. Subsequent Events
On March 19, 2007, the company received payment in full for the outstanding principal and accrued interest balance of the Revised

Notes receivable discussed in Note 3 totaling $6,091,112. The payment comprises the principal balance of $5,547,552 and accrued inter-
est through March 19, 2007 of $543,560.

On February 16, 2007, Raser’s compensation committee awarded, Brent Cook, Chief Executive Officer, 250,000 options to purchase
shares of the Company’s common stock at $5.01 per share. According to the approved terms, 50,000 options vested immediately and
50,000 options will vest on each of the next four anniversary dates. The fair value of the equity-based compensation to be recognized over
the requisite service period totals $1,013,300.

Note 17. Quarterly Financial Data
Selected quarterly data (unaudited) for the years ending December 31, 2006 and 2005 are as follows:

2006 2005

1* Quarter 2* Quarter 3 Quarter 4* Quarter 1" Quarter 2™ Quarter 3™ Quarter 4* Quarter
Revenue $33,736 $34,409 $9,870 $44,717 $— $148,961 $134,774 $48,000
Gross margin (21,848) (174,138) (119,560) — — 33,519 (12,898} (170,832)
Operating loss (3,233,007) (5,266,354) (6,149.854) (4,609,951) (2,274,892) (2,497,488) (2,644,893) {(2,126,300)
Net loss appli-
cable to common
shareholder (3.040,716) (5,028,647) (5,918,103) (4,501,471) (2,258,481) (7,927,196) (2,457,047} (1,966,332)
Net loss per share:
Basic -{0.06} {0.10) (0.12) (0.09) (0.05) {0.16) (0.05) {0.04)
Diluted $(0.006) $(0.10) $(0.12) $(0.09) $(0.05) $(0.16) $(0.05) $(0.04)
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Exhibit
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Description of Document |

2.1

Agreement and Plan of Reorganizarion %iatcd October 2, 2003 among Wasatch Web Advisors, Inc., the Company and the
stockholders of the Company (incorpor'atcd by reference to Exhibit 2 to our current report on Form 8.K filed October 14,
2003 (File No. 000-30657))

3.1

Amended and Restated Bylaws of the Company (incorporared by reference to Exhibit 3.2 to our quartetly report on Form
10-QSB filed August 13, 2004 (File No. 000-30657))

32

Amended and Restated Articles of Inco:rporation of the Company (incorporated by reference to Exhibit 3.3 to our current
report on Form 8-K filed July 8, 2005 (File No. 000-30657))

33

Certificate of Designation of Preferences, Rights and Limitations of Series B Convertible Preferred Stock (incorporated by
reference to Exhibit 10.5 to our current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

34

Certificate of Designation of Prefetences, Rights and Limitations of Series C Convertible Preferred Stock {incorporated by
reference to Exhibit 4.6 to our cutrent report on Form 8-K filed April 7, 2005 (File No. 000-30657))

4.1

Specimen Common Stock Certificate (:incorporated by reference to Exhibit 4.1 to our quarterly report on Form 10-QSB
filed August 13, 2004 (File No. 000-30657))

4.2

Registration Rights Agreement, dated as of July 22, 2004, among the Company and the Purchasers (as defined therein)
(incorporated by reference to Exhibit 10.6 to our current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

4.3

Registration Rights Agreement dated as of April 4, 2005 by and among the Company and the Buyers (as defined therein)
(incorporated by reference to Exhibit 4.5 to our current report on Form 8-K filed April 7, 2005 {File No. 000-30657))

- 4.4

Form of Debenture (incorporated by reference to Exhibit 4.3 to our quarterly report on Form 10-QSB filed August 13,
2004 (File No. 000-30657)) |

10.1

Securities Purchase Agreement dated a5 of July 22, 2004 by and among the Company and the Purchasers (as defined there-
in) {incorporated by reference to Exhibit 10.1 o our current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

10.2

Form of Warrant to Purchase Shares o:f the Company’s Common Stock (incorporated by reference to Exhibit 10.7 ro our
current report on Form 8-K filed July 28, 2004 (File No. 000-30657))

10.3

Amended and Restated 2004 Long-Term Incentive Plan (incorporated by reference to Appendix B to our information
statement on Schedule 14C filed May,14, 2004 (File No. 000-30657))

10.4

Form of Stock Option Agreement for the Amended and Restated 2004 Long-Term Incentive Plan {incorporated by refer-
ence to Exhibit 10.4 to our quarterly r!eport on Form 10-QSB filed August 13, 2004 (File No. 000-30657))

10.5

Restricted Stock Grant Agreement dated as of February 23, 2004 berween the Company and John C. Ritter (incorporated
by reference to Exhibit 10.5 to our qdartcrly report on Form 10-QSB filed November 9, 2004 (File No. 000-30657))

10.6

Restricted Stock Grant Agreement dated as of February 25, 2004 between the Company and Timothy D. Fehr (incorpo-
rated by reference to Exhibit 10.6 to our quarterly report on Form 10-QSB filed November 9, 2004 (File No. 000-30657))

10.7

At Will Employment, Confidential In;formation, Invention Assignment, Noncompetition and Arbitration Agreement f-
fective as of August 1, 2004 berween the Company and William Dwyer {incorporated by reference to Exhibit 10.7 to our
quarterly report on Form 10-QSB filed November 9, 2004 (File No. 000-30657))

10.8

Form of Award Agreement for Ouside Directors under the Amended and Restated 2004 Long-Term Incentive Plan (incor-
porated by reference to Exhibit 10.20 to our current report on Form 8-K/A filed July 20, 2006 (File No. 001-32661})

10.9

Employment Agreement dared Januaty 31, 2005 between the Company and Brent M. Cook (incosporated by reference to
Exhibit 10.8 to our current report on Form 8-K filed February 4, 2005 (File No. 000-30657))

10.10

Securities Purchase Agreement dated !as of April 4, 2005 by and among the Company and the Buyers (as defined therein)
(incorporated by reference to Exhibit 10.9 to our current report on Form 8-K filed April 7, 2005 (File No. 000-30657))

10.11

Form of Common Stock Purchase \Xjfarrant (incorporated by reference to Exhibit 4.4 to our current report on Form 8-K
filed April 7, 2005 (File No. 000-30657))

10.12

Amended Restricted Stock Grant Aglrcement dated as of April 29, 2005 between the Company and John C. Ritter (incor-
potated by reference to Exhibit 10.10 to our current report on Form 8-K filed May 5, 2005 (File No. 000-30657))
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Exhibit
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Description of Document

10.13

Lease Agreement by and berween the Company and EsNET Properties L.C., dated as of March 11, 2005 (incorporated by
reference to Exhibit 10.11 to our current report on Form 8-K filed May 24, 2005 (File No. 000-30657))

10.14

Second Amended Restricted Stock Grant Agreement dated as of July 12, 2005 between the Company and John C. Ritter
(incorporated by reference to Exhibit 10.12 to our quarterly report on Form 10-QSB filed November 14, 2005 (File No.
001-32661))

10.15

Third Amended Restricted Stock Grant Agreement dated as of July 29, 2005 between the Company and John C. Ritter
(incorporated by reference to Exhibit 10.13 to our quartetly report on Form 10-Q3B filed November 14, 2005 (File No.
001-32661))

10.16

First Amended At Will Employment, Confidential Information, Invention Assignment, Noncompetition and Arbitration
Agreement dated as of July 29, 2005 between the Company and William Dwyer (incorporated by reference to Exhibit
10.14 to our quarterly report on Form 10-QSB filed November 14, 2005 (File No. 001-32661})

10.17

Amended Restricted Stock Grant Agreement dated July 22, 2005 berween the Company and Timothy D. Fehr (incorporat-
ed by reference to Exhibit 10.15 to our quarterly report on Form 10-QSB filed November 14, 2005 (File No. 001-32661))

10.18

Fifth Amended Restricted Stock Grant Agreement dated as of January 15, 2006 between the Company and John C. Ritter
{incorporated by reference to Exhibit 10.16 to our quarterly report on Form 10-Q filed May 15, 2006 (File No. 001-
32661))

10.19

Second Amended Ar Will Employment, Confidential Information, Invention Assignment, Noncompetition and Arbitra-
tion Agreement dated as of January 31, 2006 between the Company and William Dwyer (incorporated by reference o
Exhibit 10.17 to our quarterly report on Form 10-Q filed May 15, 2006 (File No. 001-32661))

10.20

Second Amended Restricted Stock Grant Agreement dated February 1, 2006 between the Company and Timothy Fehr (in-
corporated by reference to Exhibic 10.18 to our quarterly report on Form 10-Q filed May 15, 2006 (File No. 001-32661))

10.21

Employment Agreement dated as of June 27, 2006 between the Company and Patrick J. Schwartz (incorporated by refer-
ence to Exhibit 10.16 to our current report on Form 8-K fited June 30, 2006 (Fite No. 001-32661))

10.22 ¢

Termination Agreement and Murual General Release dated as of September 2, 2006 by and among the Company, Power
Acquisition Corp., Amp Resources, LLC, Amp Capital Partners, LLC, Highland Capital Partners VI Limited Partnership,
Highland Subfund VI-Amp Limited Partnership, Highland Entreprencurs’ Fund VI Limited Partnership, Serenson Capiral
Partners, L.P. and John H. Stevens, individually and as representative of the Amp Resources, LLC Equityholders (as defined
therein) (incorporated by reference to Exhibit 10.21 to our quarterly report on Form 10-Q filed November 9, 2006 (File
No, 001-32661))

10.23¢

Promissory Note, dated September 2, 2006, between Amp Resources, LLC and the Company (incorporated by reference to
Exhibit 10.22 to our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.24 ¥

Amended and Restated License and Sublicense Agreement dated as of November 2, 2006 by and between Raser — Power
Systems, LLC and Recurrent Engineering, L.L.C. {(incorporated by reference to Exhibit 10.23 to our quarterly report on
Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.25 ¢

First Amendment to Intercrediror and Subordination Agreement dated as of September 2, 2006 by and among Highland
Capirtal Pareners VI Limited Partnership, Highland Subfund VI-Amp Limited Partnership, Highland Entrepreneurs’ Fund
VI Limited Partnership, SCP/AR, LLC, AMP Capital Partners, LLC and the Company {incorporated by reference to Ex-
hibir 10.24 to our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.26 t

Guaranty dated September 2, 2006 by and between the Company and Recurrent Engineering LLC (incorporated by refer-
ence to Exhibit 10.25 o our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.27

Form of Award Agreement for Outside Ditectors under the Amended and Restated 2004 Long-Term Incentive Plan (incor-
porated by reference to Exhibit 10.20 to our currenc report on Form 8-K/A filed July 20, 2006 (File No. 001-32661))

10.28

Share Contribution Agreement dated as of April 7, 2005 by and between the Company and Kraig Higginson (incorporated
by reference to Exhibit 10.27 te our quarterly report on Form 10-Q filed November 9, 2006 (File No. 001-32661))

10.29

Third Amended At Will Employment, Confidential Information, Invention Assignment, Noncompetition and Arbitra-
tion Agreement dated as of July 31, 2006 between the Company and William Dwyer (incorporated by reference to Exhibit
10.28 to our quarterly report on Form 10-QQ filed November 9, 2006 (File No. 001-32661))

10.30

Sertlement Agreement, Severance Agreement and Release dated January 2, 2007 between the Company and William
Dwyer {incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed January 5, 2007 (File No. 001-
32661})
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Exhibit [
Number Description of Document }

10.31 Employment Agreemenc dated as of January 8, 2007 by and between Raser Technologies Operating Company, Inc. and
Martin E Petersen {incorporated by reference to Exhibit 10.1 to our current report on Form 8-K filed January 11, 2007
{File No. 001-32661)) :
10.33 1 Geothermal Lease Agreement dated De;cember 22, 2006 among Raser-Power Systems, LLC, and Truckee River Ranch,
LLC |

23.1 Consent of Hein & Associates LLP, Independent Registered Public Accounting Firm

23.2 Consent of Tanner LC, Independent Rfegistcred Public Accounting Firm

31.1 Certification of Chief Executive Ofﬁc:ei' pursuant to Exchange Act Rule 13a-14{a)

31.2 Certification of Chief Financial Officer pursuant to Exchange Act Rule 13a-14(a)

32.1 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350

tConfidential trearment has been requ‘cstcd for portions of this exhibit.

EXHIBIT 10.33 GEOTHERMAL|LEASE AGREEMENT

CONFIDENTIAL INFORMATION CONTAINED IN THIS EXHIBIT HAS BEEN OMITTED FROM PUBLIC FILING PUR-
SUANT TO A REQUEST FOR CONFIDENTIAL TREATMENT' SUBMITTED TO THE U.S. SECURITIES AND EXCHANGE
COMMISSION. THE OMITTED INFORMATION, WHICH APPEARS ON 8 PAGES OF THIS EXHIBIT AND HAS BEEN
IDENTIFIED WITH THE SYMBOL “****” HAS BEEN FILED SEPARATELY WITH THE U.S. SECURITIES AND EXCHANGE
COMMISSION.

THIS GEOTHERMAL LEASE AGREEMENT (“Lease” or “Agreement”} is made and entered into as of the 22nd day of December,
2006, (“Effective Date™), by and between TRUCKEE RIVER RANCH, LLC, a Nevada limited liabilicy company {collectively “Lessor”),
and RASER-POWER SYSTEMS, LLC., a Delaware limited liability company (“Lessee™).

RECITALS

WHEREAS, Lessor is the owner of a fee interest in Jands generally described as those covered by the **** along with other properties in
the vicinity , situated in **** County, Nevada, described more fully on Exhibir “A” actached hereto and incorporated herein by this refer-
ence, containing approximately ELEVEN THOUSAND SIX HUNDRED (11,600) surface acres of land, more or less, together with all
right, title and interest of Lessor, presently owned or hereafter acquired, in the above described lands, and

WHEREAS Lessor may have mineral and/or geothg‘:rmal interests or rights in other property comprising approximately THREE MIL-
LION (3,000,000) acres, all more fully described and set forth in Exhibit “B” actached hereto and incorporated herein {the approximately
11,600 acres set forth in Exhibit “A” and the 3,0{}0‘,000 acres set forth in Exhibit “B” are all hereinafter and collectively referred to as the
“Lands”). WHEREAS, the Parties hereto are dcsiroius of having the Lands developed for the production of geothermal resources.

NOW, THEREFORE, for good and valuable consideration, the sufficiency of which is hereby acknowledged, the Parties hereto agree as
follows: !
1. GRANT OF LEASE AND RIGHTS. |

(a) For and in consideration of the covenants, proniliscs, warrantees, and rights granted herein, and other good and valuable consider-
ation set forth herein, including without limitation, royalties, Lessee shall pay to Lessor (i) the sum of TWENTY-FIVE THOUSAND
DOLLARS ($25,000) within ten (10) business da),(s of the Effective Date of this Agreement, (if) TWENTY-FIVE THOUSAND
{25,000} common shares of restricted stock of RaSt::l' Technologies, Inc. (NYSE:RZ) within twenty (20) business days of the Effec-

tive Date of this Agreement, (jii) an additional TWENTY-FIVE THOUSAND (25,000) common shares of restricted stock of Raser
Technologies, Inc., if, and only if, Lessee is successful in placing at least one operating power plant into service on the leased Lands, and
(iv) the rentals and royalties herein provided and thie covenants and agreements heteinafter contained, and Lessor hereby grants, demises,
leases and lets unto Lessee, the Lands with the sole and exclusive right to Lessee to drill for, produce, extract, take and remove therefrom
all forms of thermal energy and other associated geothermal resources to the extent such rights are owned and/or controlled by Lessor,
including;: (1) all products of geothermal processes, embracing indigenous steam, hot water and hot brines; (2) steam and other gases,
hot warer and hot brines resulring from water, gas, or other fluids artificially introduced into subsurface formations; and (3) heat or other
associated energy found beneath the surface of the earth; {collectively “Geothermal Resources”).




{b} For no addirional consideration, except for the royalties set forth below, Lessee is hiereby granted the right to extract from the ground
any minerals, elements, or other substances {exclusive of oil or hydrocarbon gas that can be separately produced} (collectively “Substanc-
es”) to the extent such rights are owned and/or controlled by Lessor.

(¢) For no additional consideration, Lessee is hereby granted the right to store, utilize, process, convert, and otherwise use such Substanc-
es and Geothermal Resources on or off the Lands and to sell the same or any part thereof on or off the Lands during the term hereof,
with the right of entry an the Lands at all cimes for said purposes, and to canstruct, use, maineain, erect, repair and replace thereon,

and to remove therefrom all roads, pipelines, telephone lines, utility installations power lines, poles tanks, evaporation or settling basins,
extraction or processing plants, machinery, equipment, buildings, electric power plants and equipment for generation and transmission of
electric power, and the like, for the handling, treatment or storage of the Substances and Geothermal Resources, and all scructures and fa-
cilities relating in any way thereto, which Lessee may desire to erect, construct, or install and to use so much of the surface of the land as
may be necessary or reasonably convenient for the production, utilization, and processing of Geothermal Resources and/or Substances or
to the full enjoyment of the rights granted by this Lease in carrying on Lessee’s operations on or from the Lands to the extent such rights
are owned and/or controlled by Lessor; and Lessee shall have the furcher right to erect, mainuain, operate and remove a plant or plants,
structures and facilities wich all necessary appurtenances for the conversion of the Substances and Geothermal Resources into raw materi-
als or commercially usable substances, heat, power or another form of energy, and for the extraction of products from steam, brine or hot
water produced from the Lands and other lands in the vicinity of the Lands, including all rights necessary or convenient thereto, together
with rights of way for passage over, upon and across and ingress and egress to and from the Lands for any or all of the above mentioned
purposes. Lessee shall also have the right to utilize or to dispose of waste brine and other waste products from a well or wells on the Lands
into a well or wells drilled or converted for that purpose on the Lands or other land in the vicinity, and the right to inject and re-inject
water, brine, steam and gases from a well or wells on the Lands or such other land for the purpose of maintaining or restoring pressure,
increasing or maintaining production, or testing in the productive zones beneath the Lands or other land in the vicinity thereof.

(d} In addition t the rights granted to Lessee herein, Lessor hereby grants (o Lessee the sole and exclusive right to explore the Lands by
geological, geophysical or other methods, whether now known or hereafier developed.

(e} Lessor shall not oppose Lessee’s appropriation and use of surface water and groundwater from the Lands for its operations hereunder,

provided, however, that Lessee’s appropriation of water and use thereof shall not interfere with or impair any of Lessor’s existing or estab-
lished water rights of any nature without compensation to Lessor for che fair appraised value (which shall be determined by an accredired
appraiser) of any impairment to an existing or established water supply. Nothing herein shall be construed as warranty by Lessor that any
certain amount of watet, or even sufficient water for Lessee’s purposes, exists either on ot in the Lands.

2. LEASE TERMS AND RENTALS

{a) Subject to the other provisions herein conrained, this Lease shall have a term of FIFTY (50} years from the Effective Date (the “Pri-
mary Term”) and shall continue for so long thereafter as (i} Lessee is extracting or drilling for Substances and/or Geothermal Resources
on the Lands {or lands pooled or unitized with the Lands), with at least one string of tools, working with reasonable diligence, allowing
not more than TWENTY-FOUR (24) months between the completion or abandonment of one site/well and the exploration and/or
commencement of operations for the next; or (i) Substances and Geothermal Resources are being produced or generated from the
Lands (or lands pooled or unitized with the Lands) in commercial quantities or steps are being taken to develop the land in such a way
as to produce or generate from the land commercial quantiries; or (i} Remedial Operations are being continuously conducted on the
Lands (or lands pooled or unitized with the Lands), or (iv) drilling operations, commercial production of Substances and/or Geothermal
Resources, or Remedial Operations ate suspended or excused under the provisions of this Lease; or (v} this Lease is otherwise extended
by its terms. “Remedial Operations” means reworking, redrilling, cleaning, testing, and the repair and replacement of wells and facilities
for the production or use of Substances and/or Geothermal Resources. Remedial operations shall be deemed continuous so long as such
aperations do not cease for a petiod of more than two (2) consecutive years. For the putpose of this Lease, production in “commercial
quantities” shall mean production in such quantities of Geothermal Resources and/or Substances produced, sold, or used, the value of
which, after deducting Lessor’s royalty hereunder and Lessees’s normal operating costs will provide to Lessee a return of such costs.(b)
Lessor acknowledges and agrees that the initial sum of TWENTY-FIVE THOUSAND DOLLARS ($25,000.00) which is payable upon
the execution hereof, for Lands covered by the Lease, covers the rental in full hereunder fot a period of one (1) year from the date of this
Lease. Within one (1) year from the date hereof and on or before each anniversary date thereafier while the Lease is in force, Lessee agrees
to pay to Lessor as rentals for the next ensuing year the sum of **** per acre for each acre of the Lands owned by Lessor in fee simple and
covered by the Lease at the time payment is made, which shall be the approximately 11,600 acres set forth on Exhibit “A,” as it may be
amended in writing signed by both parties; provided, however, that rentals paid to Lessor under this subsection shall apply toward or be
credited to royalties payable or to become payable on actual production (if any) for any year such rentals are paid. For portions of the
Lands which are not owned in fee simple by the Lessor (which includes the remaining approximately 3,000,000 acres set forth on Exhibit
“B”), no rentals or other consideration, other than the royalties set forth hereunder, are due to Lessor.
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(c) Lessor hereby agrees that the $50,000 payable within ten business days of the Effective Date of this Agreement set forth in paragraph
3(F) defined as the “Cash Advance” (below) and the 25,000 shares of Raser Technologies, Inc. stock provided to Lessor within twenty
(20) days of the Effective Date of this Agreement (*Stock Advance”) shall be an advance against any royalties payable, or to become pay-
able, to Lessor. In other words, the Cash Advance and the Stock Advance, the value of which shall be determined at the time Lessor sells
the stock, shall constitute the value of the advance against royalties, whether owing in the present or in the future. No royalty shall be
paid to Lessor unless and until the Cash Advance and the Stock Advance are recouped in full by Lessee. Additionally, the Cash Advance
and the Stock Advance shall be applied against any ﬁcn:ﬂs payable or to become payable to Lessor.

|
(d) Norwithstanding the limitation of the term of the Lease as set forth in Section 2{b) above, the Lease shall not be terminated for lack
of production in commercial quantities after ics Primary Term if Lessee shall have shut-in any or all producing wells on the Lands or any
land unitized ot pooled with the Lands as provided in Section 12 hereof for engineering or economic reasons sufficient in its good faith
opinion to warrant such action; provided, however, that in the case of such shutdowns, Lessee shall pay Lessor, on or before the anniver-
sary date of the Lease, the rental set forth in Section 2(b) above and each such payment shall maintain the Lease in force and extend the

term of the Lease for an additienal year.
3. ROYALTIES |

Subject to Section 9 below, Lessee shall pay to Lessgr royalty out of the proceeds received by Lessee from the sale of globat Geothermal
Resources produced from the Lands, or allocated to the Lands as provided in Section 12, as follows:

J
(a) If Lessee generates electric power from any Geothermal Resources or otherwise converts any Geothermal Resources into electric power
and sells any of said electric power, a royalty of **** for the first five years from the Effective Date of this Agreement and **** thereafter
*=** of the gross proceeds of the sale of said electric power; less

(1) any sales, excise or other taxes imposed on the sale of any said electric power so sold or which are required to be included in or
added to the sales price thereof or paid by the seller; and

(2) any cost to Lessee of any transmission to the point of sale of any of said electric power so sold, if sold off the Lands or the Unit
Area, as the case may be;
(3) assuming Lessee does not use electricity generated from the geothermal plant for such requirements, the reasonable and stan-

dard cost of any electricity purchased by Il,cssec from unaffiliated chird parties to operate the geothermal well field pumps or
serve other parasitic loads of the geothermal gathering field or the generating plant.

(b} If Lessee sells any Substances as such, a royalty ;of *+x* for the first five yeats from the Effective Date of this Agreement and **** there-
after of the gross proceeds from the sale by Lessee of the Substances; less

(1) Any sales, excise or other taxes imposed cim the sale of any Substances sold or which are or are required to be included in, or
added to the sales price thereof or paid by the seller, and

(2) Any cost to Lessee of any transportation lor transmission to the point of sale of any Substances so sold, if sold off the Lands or
the Unirt Area, as the case may be; and

(c) If Lessee treats or processes or causes to be proc}cssed, any Substances and/or Geothermal Resources for the extraction or manufacture
therefrom of any by-products, and sells any by-products, a gross royalty of **** of the proceeds from the sale by Lessee of said by-prod-
ucts; less |
t
(1) Any sales, excise or other taxes imposed on the sale of any by-products so sold which are or are required to be included in or
added to the sales price thereof or paid by the seller, and
[

(2) Any cost to Lessee of any transportatioﬁ to the point of sale of any of said by-products so sold, if sold off the Lands or the Unit
Area, as the case may be; and

(d) If Lessee uses Substances at a commercial facility other than an electric power generating facility, a royalty of **** of the net profits
produced by such commercial operation, net profits being the proceeds generated by Lessee, less any associated costs to Lessee including
but not limited 1o any plant, facility and/or operational costs and of any transmission to the point of use if used off the Lands or the Unit

Area, as the case may be. [

(e} Lessee may use, free of royalty, Substances, Geiothermal Resources, and electric power developed from the Lands for all operations
hereunder, and Lessee shall not be required to account to Lessor for or pay royalty on any Substances and Geothermal Resources reason-
ably lost or consumed in operations hereunder.
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{f) As an advance against royalties, Lessce shall pay to Lessor an additional FIFTY THOUSAND DOLLARS ($50,000) (“Cash Ad-
vance”) within ten (10) business days of the Effective Date of this Agreement as set forth and described more fully in paragraph 2(c).

(g) Subject to the limications in this paragraph {below), Lessec shall pay Lessor, on or before the last day of cach and every calendar
month, thé royaltics accrued and payable for the preceding calendar month (“Payment Date”). Concurrently with making each such
royalty payment, Lessee shall deliver to Lessor a statement setting forth the basis for the determination of the royalty then paid by Lessee.
Notwithstanding anything to the contrary, Lessor agrees that the Payment Date shall be adjusted to coincide with billing procedures

set forth in a power purchase agreement. Lessor acknowledges that the billing procedures of such a power purchase agreement may be
monthly, bi-monthly, quarterly, or based upon some other calculation of time which will govern the dare in which royalties are due, and
supersede any other such requirement, and shall be paid to Lessor.

4. DEPOSITORY

All payments required to be made by Lessee to Lessor hereunder shall be paid to Lessor by mailing or delivering a check therefore to its
successors or assigns, herein desighated by Lessor as depository, Lessor hereby granting to said depository full power and authority on be-
half of Lessor, and all those succeeding to Lessor's rights hereunder whether by voluntary acr or operation of law, to collect and receipt for
all sums of money which may become due and payable from Lessce hereunder. No change in the ownership of the Lands or of any pay-.
ments due Lessor hereunder shall be binding on Lessee until it shall have been furnished adequate written evidence thereof. In the event
more than one person or entity shall ar any time be entided to receive sums of money payable hereunder to Lessor all such persons shall
have the right, jointly, to designate any other single depository to receive all payments hercunder on their joint and several behalf, and by
jointly executed and acknowledged instrument so to advise Lessee, it being intended that Lessec shall never be required to make payment
to more than one person or entity nor to draw more than one check for any separate payment becoming due hereunder. Until such notice
shall be furnished to Lessee, Lessce shall continue to make all payments to the depository last designated hereunder. The parties agree thar
any and all royalty payments made to the designated depository shall be deemed a payment to Lessor for purposes of calculating Lessor’s
royaltics and shall satisfy all of Lessee’s obligations to Lessor for the value of the royalty payment made to the depository.

5. LESSEE'S USE OF PRODUCTION FOR ITS OPERATION

Lessec shall be entitled, withour accountability to Lessor therefore whether by payment of royalty or otherwise, to use in its drilling, pro-
duction and processing operations hereunder such amounts of Substances and Geothermal Resources produced from the Lands-as may be
reasonably required by Lessee for such purposes. Lessee shall be entitled, withour accounting to Lessor therefore in any manner, to flow
and/or blow wells without restriction for testing or operating purposes.

6. UNECONOMIC SUBSTANCES

Nothing herein contained shall require Lessee to produce any Substance or Geothermal Resources contained in the by-products, prod-
ucts, refuse, steam, the brines or other well output produced from wells on the Lands, which is nor economic to produce, recover, save, or
market. Lessee shall have the right, without accountability to Lessor therefore, to waste or dispose of any such uneconomic Geothermal
Resources by such lawful manner or means as Lessee shall deem appropriate in the circumstances.

7. SURFACE OPERATIONS/POWER PLANT SITE RENTAL

(a} Lessce shall be responsible for damages to growing crops caused by its operations on the Lands; such payments are 1o be based upon
the fair market value of such crops at the time of such damages and in accordance with paragraph 8(c).

(b} Lessor and Lessce acknowledge and agree consistent with the grant set forth ac Section 1(a) that Lessee has the option to construct
electric power plants and equipment for gencration and transmission of electric power upon the Lands, provided any such power plan(s)
or plants shall be restricted to an area or areas actually or reasonably necessary to serve and support the improvements described herein. In
the event Lessee utilizes any acreage for such power plant construction and generation, then in such event in addition to rents and royal-
tics above provided Lessee shall pay Lessor a power plant site fee in one lump sum, which fec shall be the additional TWENTY-FIVE
THOUSAND (25,000} common shares of restricted stock of Raser Technologies, Inc. set forth above which is only payable upon Lessee
placing at least one operating power plant into service on the leased Lands. These additional shares shall constitute full and adequate
compensation for constructing and utilizing any number of power plants on the Lands.

(c) Lessee agrees to use reasonable carc at alf times in all of Lessee’s operations on the Lands to prevent injury or damage to cartle, live-
stock, buildings, water rights, water diversion works, ditches, tanks and water wells or other property of the Lessor located thereon; and
Lessee agrees to repair, mitigate or pay the Lessor the fair marker value (as determined by an independent third-party appraiser) for all
damages 1o the surface of the Lands and to the cattle, crops, buildings, livestock, fences, water rights, water diversions, ditches, tanks,
water, water wells and, without limitation, all other property of the Lessor situated on the surface of the Lands resulting from Lessee’s
operations on the Lands.
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{d) Lessee will seck in good faith to prevent well procjlucrs or surface materials or refuse of any kind from entering, passing into or other-
wise diluting or degrading or pofluting the waters or the water supply of Lessor or others. Lessee shall take reasonable steps in compliance
with governing law to remove all drilling fluids, well products and other substances, the spillage of which would contaminate or otherwise
adversely affect the producrivity of any portion of the Lands not actually occupied or used by Lessee or which would adversely affect the
waters or the water supply of Lessor or others to such place or places as to reasonably insure that such contamination or adverse effect
does noy occur.

(e) Prior to the commencement of any operations oni the Lands, Lessee shall inform Lessor of the commencement of such operations (ei-
ther orally, under the notice provisions hereof, or otherwise) with the approximate date of such commencement and the location of same;
such notice to be given within a reasonable time prior to the commencement of such operations.

8. TITLE WARRANTY |

(a) Lessor represents and warrants to the best of its knowlcdgc to Lessor that it has good and marketable fee title to the approximately
11,600 acres of land set forth in Exhibit “A”, free and clear of all liens and encumbrances other than rights of way and easements of
record, and hereby grants, and agrees to defend, t:tlc to the Lands, subject 10 Lessee’s confirmation of the exact status of Lessor’s inter-
est therein, except for recorded documents listed in Exhibit “C”, and further agrees that Lessee at its option may pay and discharge any
delinquent taxes, mortgages, trust deeds or other delinquent liens or encumbrances existing, levied or assessed on or against the Lands;
and, in the event Lessee shall exercise such option, Liessee shall be subrogated to the rights of any holder or holders thereof and shall have
the right, in addition to other remedies provided by law or equiry, to reimburse itself by applying to the discharge of any such morgage,
tax or other lien or encumbrances any and all payments accruing to Lessor hereunder.

{b} With respect to the remaining approximately 3, (l)OO 000 acres of land set forth in Exhibit “B”, Lessor grants to Lessee the leasehold
rights set forth to the extent that Lessor maintains mineral and/or geothermal interests or rights in such lands, if any. Lessor makes no
representations ot warrantees with respect to the mlc to these lands, bur agrees to cooperate with Lessee in good faith to acquire mineral
and/or geothiermal rights for Lessee’s full enjoyment of the Lands in accordance with the rights granted herein. Toward this end, Les-

sor agrees 1o cooperate in good faith with any efforts by Lessee to obtain geothermal and/or mineral rights of any kind or nature on any
property in which Lessor maintains any rights, inch‘lding without limitation, surface rights and to cooperate with any third parcy Lessee
may choose to wotk with in fully exercising and cnjuymg Lessee’s rights herein, and Lessor hereby agrees not to protest any governmental
filings, such as environmental filings, made by Lesse as it may determine appropriate or necessary.

9. LESSER OR AFTER ACQUIRED INTEREST I

If it should hereafter appear that Lessor at the timejof making the Lease owned a lesser interest in the Lands than the fee simple estate
therein and thereto, or less than the entire interest in the Substances and/or Geothermal Resources contained in and under the Lands,
then the royalties and the like accruing to Lessor hercundcr shall be paid to Lessor in the proportion which Lessor’s interest bears to

the entire interest in the Substances and/or Geothermal Resources provided however that the rentals provided in Section 2(c) and
Section 7(b) herein shall not be reduced. Notwithstanding the foregoing, should Lessor hereafter acquire any additional right, title or
interest in or to the Lands or the Substances and/o!r Geothermal Resources, then any increase in payments of money hereunder neces-
sitated thereby shall commence with the payment rluext following receipt by Lessee of satisfactory evidence of Lessor's acquisition of such

additicnal interest.
10. TAXES

{a) Lessec shall pay all taxes levied and assessed agamst Lessee’s leaschold interest in the Lands. Lessee shall pay all taxes levied and assessed
against all structures, improvements and personal property placed upon the Lands by Lessee. Lessor shall pay all taxes levied and assessed
against the Lands as such and against any rights thereto not covered by the Lease and shall pay all taxes levied and assessed against all
structures and improvements placed on the Lands by Lessor.

(b) Lessor agrees 1o pay any and all taxes asscssed upon Lessor’s royalty proceeds for any Substances and/or Geothermal Resources pro-
duced and sold by Lessee from the Lands and ad valorem taxes on Substances and/or Geothermal Resources together with the same share
of all severance, production, net proceeds and license taxes or other taxes or assessments levied or assessed on account of the production
of Substances and/or Geothermal Resources from or allocated to the Lands, and to pay all of any other taxes assessed against the Lands,
whether the same are assessed to Lessor or Lessee or otherwise, and Lessec is hereby authorized to pay all such taxes and assessments on
behalf of Lessor and to deduct the amount so paidi from any royalties or moneys due Lessor hereunder.

11. OPERATIONS

{a) All operations and acts of Lessee upon the Lands shall be performed in a good, safe and workmanlike manner and in accordance with

recognized good operating, engineering and mdUStry standards and practices. Reasonable efforts shall be undertaken to keep all operating
sites neat, clean and safe and operations shall be conductcd so as to eliminate, as is reasonable, dust, noise and noxious odors.

{b) Lessee shall comply with all laws and regulations applicable to its operations hereunder including but not limited to requirements for

workmen's compensation insurance as required by the laws of the State of Nevada.
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(c) Lessce shall forever save harmless, defend and indemnify Lessor from and against any and all manner of claims, judgments or suits
whatsoever arising out of Lessee’s operations hereunder other than those arising in whole or in part from Lessor’s negligence or willful
misconduct and this Section shall survive termination of the Lease.

{d} All of the labor to be performed and all of the materials to be furnished in the operations of Lessee hereunder shall be at Lessee’s sole
cost and expense unless otherwise specified herein, and Lessor shall not be chargeable with or liable for any part thereof. Lessee shall pro-
tect the Lands against liens of every character arising from its operation thereon. In turn, Lessor shall protect the Lands, and indemnify
Lessee, against any lien, encumbrance, mortgage, or other claim of any kind or nature which could inhibit or impair in any way the rights
granted to Lessee herein. '

(e} If Lessee or anyone purchasing Substances and/or Geothermal Resources from Lessee constructs on the Lands a plans for the conver-
sion of Substances and/or Geothermal Resources into electricity, hear, power or another form of energy or for the extraction and pro-
cessing of by-products, or both, and if any such plant utilizes Substances and/or Geothermal Resources produced or obtained from the
Lands and from other land in the vicinity, Lessee or such purchaser shall have the right and easement to continue to maintain and operate
such plant and connected pipelines, transmission lines and other associated facilities so long as it urilizes Substances and/or Geothermal
Resources from other land notwithstanding any cessation of production from the Lands or the expiration, termination or forfeiture of the
Lease. In such event, Lessor shall be paid annually the fair rental value per year of the area so occupied, which in no event shall cost more
than **** per acre of land so used.

(F) Any work or drilling operations preliminary to the drilling in the ground or reworking operations may be undertaken in any order
Lessec shall see fit. All such work and operations shall be prosecuted with reasonable diligence.

12. UNITIZATION

(a) Subject to the conditions of Subsection (g) below, Lessee shall have the right, at its sole option, from time to time, cither before or af-
ter production, to unitize, pool or combine all or any part of the Lands with other land or lands or lease or leases (whether held by Lessee
or athers and whether or not the surface of such lands may be used for development or operating purposes) adjacent, adjoining or in the
immediate vicinity of the Lands to comprise one or more operating or development units (*Unit”), and drilling operations or production
on any such Unir shall constitute compliance herewith to the same extent as though such operations or production were on the Lands.

Lessor’s participation interest in any Unit shall be the proportion of the Geothermal Resources and/or Substances that are utilized by Les-
see on such lands as determined by an assessment conducted by an independent and qualified expert in relation to the toral Geothermal
Resources and/or Subsrances utilized in the Unit. Such Unit shall come into existence upon Lessee’s execution in writing and recordation
in the Office of the Recorder in the County or Counties where the Lands are located, of an instrument identifying and describing the
Unit’s acreage. Lessee shall ar all times keep Lessor informed of the Lands included in any Unit.

{b) Lessee shall have the right at any time or times to increase or decrease the size of any Unit, and any change in the amount of Lessor’s
royalties resulting from the unitization of all or part of the Lands or an increase or decrease of the Lands in a Unit shall not be retroactive.

(¢} As 1o each and any such Unit, Lessee shall have the right to commingle for the purpose of urilizing, selling or processing, or causing
to be processed, the steam or steam power and/or extractable minerals produced from such Unit with the steam or steam power and/or
extractable minerals produced from other lands or units, so long as the production from the Unit which includes all or portions of the
Lands is measured, metered or gauged as to Unit production; Unit production so measured, metered or gauged shall then be allocated to
the Lands in accordance with the pravisions of Section 12(a} abave.

{d) Allocation, as aforesaid, shall cease upon any termination, either in whole or in part (by surrender, forfeiture or otherwise), of this or
any other lease covering lands in such Unit as to the lands covered by such terminated lease or part thereof. In the event of the failure of
Lessor’s or any other owner’s ritle as to any portion of the lands included in any such Unit, such portion of such land shall likewise be
excluded in allocating production from such Unit; provided however, Lessee shall not be held to account for any production allocated to
any lands to be excluded, as aforesaid, from such Unit unless and until Lessee has actual knowledge of the aforesaid circumstances requir-
ing such exclusion.

{e) If any taxes of any kind are levied or assessed {other than raxes on the land as such or any rights thereto not covered by the Lease), any
portion of which is chargeable to Lessor under Paragraph 10 hereof, then the share of such taxes to be borne by Lessor as provided in the
Lease shall be in proportion to the share of the royalty from such Unit allocated to the Lands, subject to controlling law.

(F) Lessee may, at its sole option, at any rime when there is no production in such Unit of Substances and/or Geothermal Resources in
quantities deemed paying by Lessee, terminate such Unit by a written declaration, in the manner in which it was created.




(g) Notwithstanding the above provision in this Section 12, Lands committed to such a unit shall be limited to the amount of acres
required to prudently develop and utilize Geothermal Resources for the purpose of this Lease, accordingly once production is established
only those portions of the Lands necessary to supply Geothermal Resources for the production of electricity or otherwise shall be permic-
ted to be reserved and held by unitizarion. |

13. FORCE MAJEURE |

Lessee’s obligations hereunder save and except payment of annual rentals set forth in Section 2(c} or Section 11(e} above shall be suspend-
ed, and the term of the Lease and the period for removal of Lessee’s property in the event of termination shall be extended while Lessee is
prevented from complying therewith by: strikes; lock:outs; riots; action of the elements, including but not limited to fire, explosion, flood,
volcanic activity, earthquakes, or tidal waves; accidents; delays in transportation; inability to secure labor or materials in the open marker;
laws, rules or regulations of any Federal, State, County, Municipal or other governmental agency, authority or representative having juris-
diction, including failure or delay in issuance of necessary permits or approvals; war {whether declared or undeclared); acts of God; litiga-
tion or administrative proceedings affecting title to lands covered hereby or operations thereon; inability to secure or absence of a market
for commercial sale of Substances and/or Geothermal Resources, or any of them, produced from the Lands or of derivatives developed by
Lessee therefrom; or by other marters or conditions beyond the reasonable control of Lessce, whether or not similar to the conditions or
matters in this Section specifically enumerated ("For:ce Majeure”).

14. SURRENDERS |

(a) Upon conducting geothermal studies on the Lands, Lessee shall provide to Lessor a description of the Lands it intends to utilize, and
Lessee shall have the right, in its sole discretion, , to surrender portions of the Lands it does not intend to urilize for any purpose. Lessee
may surrender the Lands in their entirety or, from time to time, surrender only so much of the Lands as Lessec may elect in its sole discre-
tion by executing and delivering to the Lessor recording in the Official Records of the appropriate county in Nevada a quitclaim deed or
deeds covering all or any part of the Lands so selectc%d by Lessce for surrender and Lessee shall thereby be relieved of all obligations as to
the acreage so surrendered, except for obligations already accrued by the terms hereof or as provided by Section 16 hercof. Notwithstand-
ing such surrender, Lessee shall nevertheless retain such rights of way, easements and privileges over, upon, through and across the lands
so surrendered as shall be necessary or convenient for Lessees operations on so much of the Lands as shall then be retained by Lessee
under the Lease and on Lessee’s other lands in the vicinity. Notwithstanding that Lessee may agree to surrender a portion of the leased
Lands, Lessor grants to Lessee the exclusive right tojtenew its leasehold interest in the surrendered Lands on at least as favorable terms to
Lessce as those set forth herein, if, and only if, Lessee is not in default under this Agreement and this Agreement has not been terminated
as provided for herein. Lessor hereby agrees thar upon surrender of any portion of the Lands, Lessor shall no sell, lease, encumber, or
otherwise hypothecate any geothermal and/or mineral rights in the Lands to any other party. Additionally, Lessor grants to Lessee the ex-
clusive right to lease the geothermal and/or mineral rights of any other property Lessor may acquire rights in on terms at least as favorable
to Lessee as those set forth herein. Nothing herein slhall be construed as an obligation on Lessce to surrender the Lands or any portion
thereof. |

{b} Further, upon the expiration of the Lease or its earlier termination under the provisions hetein, Lessee shall remain obligated 1o Lessee
(a) for any royalties or other payments accrued and unpaid and (b) for uncompleted acts Lessee was abligated to complete prior to such
expiration or terminarion, (c) for any damage to Lessor or the Lands resulting from any breach of this Lease by Lessee, and (d) for any
liens, charges or encumbrances to which the Lands' may have become subject by reason of the acts or omissions of Lessee.

15. BREACH OF AGREEMENT BY LESSEE

() If Lessee shall fail to pay any installment of royalty or rental when due and if such default shall continue for a period of thirty

(30) days after receipt by Lessee of written notice thercof from Lessor to Lessee, then at the option of Lessor the Lease may be terminated
as to any portions thereof or any interests therein as to which Lessee is in default upon written notice to Lessec; provided, however, that if
there be a bona fide dispute as to the amount due and all undisputed amounts are paid, said thirty-day (30) period shall be extended until
five (5) days after such dispute is settled by final cgurt decree, arbitration or agreement. If Lessee shall be in default in the performance

of any obligations under the Lease other than the [mement of rental or royalty, and if for a period of ninety (90) days after written notice
is given to Lessee by Lessor of such default Lessee shall fail to commence and thereafter diligently and in good faith prosccute action to
remedy such default, Lessor may terminate the Lease. No default in the performance of any condition or obligation hereof or termina-
tion by reason thercof shall affect the rights of Lessce hereunder with respect to any drilling, injection, disposal, or producing well or wells
and related facilities and rights of access thereto, in regard to which Lessce is not in default, together with an area of acreage reasonably
necessary for operation and maintenance thereof in the form of a square surrounding each such well then completed or being drilled, and
rights-of-way, easements, and surface areas necessary for continuing Lessec’s operations on the Lands retained, or on other lands in the
viciniry thercof, including without limitation sites for electric generating plants or for other processing or use of Substances and/or Geo-
thermal Resources. Disputes or differences between Lessor and Lessee shall not interrupt performance or the continuarion of operations.
In the event of any dispute or difference, operations shall be continued in the same manner as prior to such dispute or difference until the
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matters in dispute have been resolved, and thereupon such payments or restrictions shall be made as may be required under the terms of
the settlement or resolution of the dispute. Termination or cancellation of the Lease pursuant herero shall be the sole remedy of Lessor for
failure of Lessee to pay any rental or royalty.

(b) In the event thar Lessee fails to perform any “Geotechnical Work” (defined below) by the last day of April 2006 (“First Work Dare”},
this lease may be terminated by Lessor, subject 1o the cure period set forth below. In the event that permitting and construction of at
least one plant on any portion of the Lands does not occur within thirty (30) months following the First Work Date (“First Construction
Date”), this Agreement may be terminated by Lessor, subject to the cure period set forth below. Lessee shall be deemed to have complied
with the requirements of the First Work Date and the Fitst construction Date, if Lessee performs any Geotechnical Work on any portion
of the Lands, or any construction of at least one plant on any perton of the Lands, respectively. In the evenr that electricity production
from at least one plant, which may be occur on any portion of the Lands, does not occur prior to April 1, 2013 (“Electricity Production
Deadline™), Lessor may terminate this Agreement, however, the Electricity Production Deadline shall be extended for any period based
upon a reasenable business reason submitted by Lessee, such as, without limitatien, technical matters, tax issues, requirements of a power
purchase agreement, and the like. Notwithstanding anything to the contrary, Lessor’s election to terminate this Agreement for default
under the terms of this paragraph shall be subject to Lessor first providing Lessee with written notice of its intent to terminate this Agree-
ment and Lessee having sixty (60} days from receipt of such notice to cure such alleged defauir. In the event that Lessee fails ro meer the
Electricity Production Deadline and any extension thereof and does not cure within the cure period, this Agreement may be terminated
by Lessor unless Lessee pays Lessor an amount of $100,000 per year for five years from the date Lessor could lawfully terminate this
agreement for failure to meet the Electricity Production Deadline. Upon the end of five years and complete payment of $500,000, Lessee
shall be deemed in compliance with this provision. “Geotechnical Work” shall mean any work of any kind related to geothermal investi-
gation and/or development, including bur not limited to, investigating, exploiting, devcloping, surveying, conducting studies of, drilling,
processing, re-injecting, constructing, operating or building plants, sumps, brine pits, reservoirs, tanks, waterworks, pumping stations,
electric power generating plants, transmission lines, industrial facilitics, electric, telegraph or telephone lines, and/or such other works and
structures for the production, utilization, and processing of geothermal resources, andfor permitting of any of the forgoing.

16. REMOVAL OF LESSEE’S PROPERTY :
(a) Lessee may ar any time during the term of the Lease remove all or any of the property and fixtures placed by it in or upon the Lands,
including the right to draw and remove all casing.

(b} Following termination of the Lease or any parr thereof for any cause, and following abandonment of any well drilled pursuant to the
provisions hereof, Lessce shall within six (6) months thereafter remove all personal properry which Lessee shall have brought upon the
Lands affected by such termination or upon the drillsite of such abandoned well; shall make reasonable efforts to fill all sumps, remove

all foundations and so nearly as practicable restore the areas affected by such termination or abandonment to the condition in which they
were prior to the commencement of its operations hereunder; and, in the case of termination, shall deliver to the Lessor a quitclaim deed,
in recordable form, surrendering to the Lessor all right, citle and interest of the Lessee in that part of the Lands as to which the Lease shall
have been so terminated, saving and excepting necessary easements and rights of way on the Lands for Lessee’s further operations on any
part of the Lands as to which the Lease shall not have been terminated and on Lessee’s other lands in the vicinity. The ownership of any
of Lessee’s property not removed by it during the period herein provided shall, in the absence of Force Majeure, be deetned abandoned
by Lessee and shall pass to Lessor without further act of the parties or either of them effective upon expiration of such period, provided
however Lessee shall remain liable to Lessor for any such property which Lessee fails to remove upon notice by Lessor within said six

(6) month period that such property be removed.

17. ASSIGNMENT

{a) Lessee shall have the absolute right to sell or assign its interest or right in and to this lease Agreement and/or the Lands, and/or any
portion or right therein, including the right to pledge, assign, mortgage, or otherwise collateralize the lease o any affiliate of Lessec and/
or any party for the purpose of tax structuring. And Lessee shall also have the right, with Lessor’s consent, which shall not be unreason-
ably withheld, co assign all or any part of its rights or interest in and to the Lease, including but not limited to Lessee’s right to occupy
such portions of the surface of the Lands as may be necessary for the construction of plants and other facilities. No assignment by either
party hereunder shall be effective for any purpose whatsoever until and unless a copy of the recorded instrument of assignment is given to
the other party, in the same manner as is provided for at Section 25 below.

(b) In the event of assignment by the Lessee of the Lease as to a segregated portion of the Lands, payments due the Lessor hereunder shall

be apportionable among the several leasehold owners according to the surface area of cach of their respective leaseholds, and default in
such payment by one or more of such leaschold owners shall in no way affect the right of any other leasehold owner hereunder.
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Any payment required to be made by Lessee pursua?t to the foregoing shall be paid in accordance with the provisions in Section 4 hereof.

{b) There shall be no obligation on the part of the Liessee to off-sct wells on separate tracts unto which the Lands covered by the Lease
may be hereafter divided by sale, devise, unitization, or otherwise, or to furnish separate measuring or receiving facilities.

26. SEVERABILITY

If any part, portion or provision of the Lease shall be found or declared null, void or unenforceable for any reason whatsoever by any
court of competent jurisdiction or by any governmental agency having authority thercover, then only such part, portion or provision shall
be affected thereby and the remainder of this instrument shall continue in full force and effect. The foregoing provisions of this paragraph
shall be severable for the purposes of the provisions'of this Section.

27. LEASE CONTAINS ALL AGREEMENTS

It is expressly acknowledged and agreed by the parties hereto that the Lease and the exhibits attached hereto and forming a part hereof as
of the date hereto set forth all of the promises, agreements, conditions and understandings between Lessor and Lessee with respect to the
Lands, and supersedes all prior agreements, arrangements or understandings and that there are no promises, agreements, conditions or
understandings, either oral or written, berween them with respect to the Lands as of the date hereof other than are herein set forth. It is
further acknowledged and agreed that no subsequent alteration, amendment, change or addition to this Lease shall be binding upon Les-
sor and Lessee unless reduced 1o writing and cxecu%cd by them.

28. COUNTERPARTS

(a) The Lease may be executed in any number of counterparts by any person having an interest in the Lands with the same effect as if
all Lessors herein were named as Lessor in one dociiment and had all signed the same document. All counterparts shall be constituted
together and shall constitute one Lease. The failure of any person owning an interest in the Lands to execute a counterpart hereof, or the
failure of any person named as Lessor in any counterpart to execute the same, shall not affect the binding force of the Lease as to those
who have executed or shall execure a counterpart hereof.

(b} If more than one person is named as Lessor herein and one or more of them fails to execute the Lease, ir shall, nevertheless (if ac-
cepted by Lessee) become effective as a lease from Iv:ach such Lessor as may have exccuted the same.

29. RECORDABLE DOCUMENT

(2) Waivers-The failure of a Party hereto ar any time or times to require performance of any provision hereof shall in no manner affect its
right at a later date in enforce the same unless the 'same is waived in writing. No waiver by a Parry of any condition or of any breach of
any term, covenant, representation or warranty coindition in this Agreement shall be effective unless in writing.

(b) Applicable Law-This Agreement shall be const:lrucd according to and governed by the laws of the State of Nevada, applicable to con-
tracts entered into in Nevada by residents thereof and to be performed entirely within such state, and the parties agree to bring any action
under this agreement in the **** judicial district court in **** county, to the extent state law claims are solely at issue. The parties reserve
the right to bring an action in an appropriate fcd%ral court if a federal claim is alleged or federal law is implicated.

(c) Severability-Any provision of this Agreement which is invalid, illegal or unenforceable in any jurisdiction shall as to such jurisdiction,
be ineffective to the extent of such invalidity, illegally or non-enforceability without invalidating the remaining provisions hereof and any
such invalidity, illegality or non-enforceability in any jurisdiction shall not invalidare, prohibit or render unenforceable such provision in
any other jurisdiction. I

(d) Interpretation-This Agreement has been subn?ittcd to the scrutiny of all Parties hereto and their counsel, and shall be given fair and
reasonable interpretation in accordance with the words hereof, without consideration or weight being given to its having been drafted by
any Party hereto or its counsel.

(¢} No Partnership or Joint Venture-Nothing in this Agreement shall be construed as creating a partnership, joint venture or agency rela-
tionship between the Parties.

Lessor and Lessee agree to execute a recordable l\l/[crnorandum of Geothermal Lease and Agreement providing constructive notice of the
contents hereof which document shall be recorded in the Official Records of **** County, Nevada.
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30. BINDING EFFECT

The Lease and all of the terms, covenants and conditions hereof shall extend to and be binding upon the respective heirs, executors, ad-
ministrators, grantees, successors and assigns of the parties hereto.
IN WITNESS WHEREQF, the parties hereto have executed this instrument as of the dare hereinabove first written.

LESSOR
Truckee River Ranch, LLC

By: /sf Mark Hyde

fts: Managing Member

LESSEE
Raser-Power Systems, LLC

By: /s/ Brent M. Cook

Its: Managing Member
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RASER TECHNOLOGIES, INC.

LIST OF SUBSIDIARIES AND

JURISDICTIONS OF INCORPORATION OR ORGANIZATION
|

EXHIBIT 21.1 }

| JURISDICTION OF INCORPORATION/ORGANIZATION

SUBSIDIARY
Raser Technologies Operating Company, Inc Utah

RT Patent Company, Inc Delaware
Raser-Power Systems, LLC ’ Delaware

EXHIBIT 23.1 CONSENT :OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement (No. 333-123124) of Raser Technologies, Inc. (a develop-

ment stage enterprisc} on Form $-8 of our rciaort dated March 20, 2007 relating to our audit of the consolidated balance sheet of Raser
Technologics, Inc. (a development stage enterprise) and subsidiaries as of December 31, 2006 and the related consolidated statements of
operations, stockholders’ equity and cash flows for the years then ended and for the period after re-entry into development stage (Octo-
ber 1, 2006) chrough December 31, 2006, and our report dated March 20, 2007 related to management’s assessment of the effectiveness
of internal control over financial reporting as of December 31, 2006 and the effectiveness of internal control over financial reporting as of
December 31, 2006, appearing in this Annu!a] Report on Form 10-K of Raser Technologies, Inc. {a development stage enterprise) for the

year ended December 31, 2006.

/s/ HEIN & ASSOCIATES LLP ;

Denver, Colorado
March 20, 2007
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EXHIBIT 23.2 CONSENT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statement on Form S-8 (No. 333-123124) of Raser Technolo-
gics, Inc. of our report dated April 6, 2006 relating to the financial statements, which appear in this Annual Report on Form 10-K.

/s/ Tanner LC
Salt Lake City, Utah
March 15, 2007




EXHIBIT 31.1 CERTIFICATION

1, Brent M. Cook, certify that: !

1. T have reviewed this annual report on Form 10-K of Raser Technologies, Inc., (the “Registrant™);

i
2. Based on my knowledge, this report does not conain any untrue statement of a material fact or omit to state 2 material fact necessary

to make the statements made, in light of the circumsltances under which such starements were made, not misleading with respect to the

period covered by this report; |

3. Based on my knowledge, the financial statements, and other financial information included in this repore, faicly present in all material
respects the financial condition, results of nperationsl and cash flows of the Registrant as of, and for, the periods presented in this report;

4. 'The Registrant’s other cerrifying officer(s) and 1 are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in the Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material in!formation relating to the Registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control aver financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluarted the effectiveness of the chisuapt’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of che period covered by this report based on
such evaluation; and |

(d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the
Registrant’s most recent fiscal quarter (:hc:: Registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting.

|
S. The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant’s auditors and the audit commirtee of the Registrants board of directors (or persons performing the equiva-
lent functions):

(a) All significant deficiencies and material vrcaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the Registrant’s abiliry to record, process, summarize and report financial information;
and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Regis-

trant’s internal control over financial reporting,
i

March 20, 2007 /s! Brent M. Cook
(Dare) Brent M. ¢ook,

Chief Exec.iutivc Officer
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EXHIBIT 31.2 CERTIFICATION

I, Martin F. Petersen, certify thac:
1. I have reviewed this annual report on Form 10-K of Raser Technologies, Inc., (the “Régistrant");

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary
te make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
petiod covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the Registranc as of, and for, the periods presented in this report;

4. The Registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure conrtrols and procedures (as
defined in Exchange Act Rules 13a-15(c)) and internal control over financial reporting (as defined in the Exchange Act Rules 13a-15(f)
and 15d-15(f})) for the Registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material informarion relating to the Registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, 1o provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

{c) Evaluared the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

(d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the
Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting.

5. The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equiva-
lent functions):

(a} All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the Registranc’s ability to record, process, summatize and report financial information;
and

{b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Regis-
trant’s internal control over Anancial reporting.

March 20, 2007 s/ Martin E Petersen
{Date) Martin E Petersen,
Chief Financial Officer
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